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Terente t Ontario 
1 Ottawa, Ontario, - 
Wednesday, | 
2 October 17th, 1962. 
3 --- At 9.15 A.M. the hearing resumed. 
4 
5 SUBMISSION OF 
6 
; CENTRAL MORTGAGE AND HOUSING CORPORATION 
ee ge ee ees | eS Pe 
9 
APPEARANCES 
10 o>) te. . 
11 Mr. Stewart Bates -oipresident 
12 P. S. Secord - Vice-President 
13 H.W. Hignett - Executive 
Direcuor 

14 

R. Adamson - Chief Economist 
= A. D. Wilson - General Counsel 
16 
Ramat the government azency SHAT | 
18 THE CHAIRMAN: I call the meeting to order. 
19 The brief this morning is from the Central Mortgage 
20 and Housing Corporation. Mr. Bates, President of 
21 the Corporat:on, is present to present the brief, 
uD and deal with questions. I do not know whether 
23 you wish to make a general statement, Mr. Bates, 


or do you wish us to proceed immediately with the 
questions? We have all read the brief, I may say, 

and we are familiar with its contents, so that it is 
not necessary to go over that again. But if you 

wish to make any preliminary statement, you are welcome 
to do so. Otherwise we will proceed with the questions. 


MR. BATES: No, sir, I have no statement to 
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make. I would hope, Mr. Chairman, that in view of 


the complexity of the subject, from time to time I 


might rely on my colleagues who are around me to 
help answer questions. 

THE CHAIRMAN: Yes, by all means. Will you. 
now proceed? Would you mind introducing your colleagues, 
Mr. Bates. 

MR. BATES: Yes, Mr. Chairman. The Vice- 


President of the Corporation is here, Mr. Secord; 


my Executive Director, Mr. Hignett, on my right; 
on my left, the Chief Economist, Mr. Adamson; and 
on his left the legal counsel of the Corporation, 
Mr. Wilson. 
THE CHAIRMAN: Thank you very much. 
COMMISSIONER HARROLD: Perhaps we should 


start with a question on the organization and procedure | 


of the government agency that we have rere, 40m arc 
responsible to the Minister of Public Works, I believe.) 
Is that the department? 

MR. BATES: Yes, sir. 

COMMISSIONER HARROLD: Could you give us a 
little idea of the procedure or the direction under 
which you work. What is the latitude, and so on, 


that you are allowed from the Minister of Public Works, 


or just how is it operated? 
MR. BATES: Yes, sir. I think, 


gentlemen, in the case of Central Mortgage and Housing 


Corporation we have a Minister and a board. In the - 


case of the Bank of Canada, we have a Governor and 


a board. I am not going to elaborate on these 
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differences, but they are no Subtle; they are real. 
We have a Minister and a board. If you have had 


occasion to read the National Housing Act you would see 


in clause after clause "the Corporation may, with the 
consent of the Governor in Council, do thus and so", 

"the Corporation may, with the consent of the Minister, 
do thus and so", In other words, our operations are 

tied very, very closely to government. We are not 

a Crown Corporation, in the sense of being an independent 
body. We are tied very closely to the Minister and 

the government. I do not know of any decision I could 
make without ministerial or governmental consent, except 
the decision to hire and fire my staff. But everything 


else relating to housing policy is tied completely to 


the government, either through the Minister or the - 
Governor in Council. 

We really cannot make a loan to a university, 
for example, or a sewage loan without the consent of 


the Governor in Council. Our lending policy is determined 


entirely by the government. 

COMMISSIONER HARROLD: You have a board of 
directors. How are these elected? 

MR. BATES: With regard to the board of 
directors, sir, there sieeteh members, five of them 
are public servants and five are drawn from the outside 
world, architects, and so on; they are drawn from 
across the country from Vancouver to. Halifx: . Five 


are public servants, presumably selected to make sure 


which the government could not accept, because there is 


that the board of directors does not reach decisions 
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th. Department of Finance representative, one 
from the Deputy Minister of Public Works, two from 


Central Mortgage, and one from the Privy Council, Mr. 


Bryce. So that in the board of directors, out of ten 
members five are senior public servants who should -- 
they do not have to, but who should know what government 
policy is on almost any issue. The other five members 
are from the outside world. 

COMMISSIONER HARROLD: They are more or less 
an advisory board? 

MR. BATES: This is so. I think that is a 
neat way to put it. 

COMMISSIONER HARROLD: You have already told 
us the basis of the selection, and I presume the members 
you have mentioned, two of them representing CMHC, one che 

Department of Finance and the other the Deputy 


Minister of Public Works --- 


MR. BATES: And Mr. Bryce, “rom the Privy 
Council. 

COMMISSIONER HARROLD: That would give you 
a co-ordination with other departments of government? 

MR. BATES: This is so. 

COMMISSIONER HARROLD: That is all I have to 
ask on the organization, I think. 

THE CHAIRMAN: Are there any other questions 
on this aspect of it? I should like to ask two questions 
about the objectives of housing policy; particularly 
the government housing policy. Perhaps you could 
briefly outline what in your view is the objective and 


the policy laid out by your Corporation. 
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1 MR. BATES: The policy, sir, is not laid 


2! out by our Corporation; the policy is laid out by 

3 the government and we are the instrument through which 

& it is:made effective. The policy is set out in the 
National Housing Act by parliament. I think it could be 
simply stated, sir, that there are three things in the 
National Housing Act. One was, and still is, to 

8 increase the quantity of housing in Canada; the second 
9| was to make a distribution across the country territorially 


10 equitable; and the third’was to increase the quality 


11] of housing in Canada, if possible. I think if we take 
12] the whole National Housing Act you could put it down 

13|| in those three terms. Maybe I am unduly simplifying, 4 
14] put L think this is pretty close to it. 


15 THE CHAIRMAN: At the present time do you feel | 
| 


16| that those objectives have been reached? Have you 
17! curriciently increased the quantity of housing, for | 
instance? 

ty MR. BATES: Well, in quantitative terms, 

at since the end of the war there has been added to the 
21 housing stock one and a half million houses. This is 
22 a substantial quantity, since there were only three 
23|| million at that time, at the end of the war. We have 


24 added one and a half million since the end of the war. 


25 THE CHAIRMAN: Is that entirely under the 
26 N.H.A., the one and a half million? 

27 MR. BATES: Not entirely, but substantially. 
28| 4Oo per cent is under N.H.A. 


29 THE CHAIRMAN: How much? 


30 MR. BATES: 40 per cent of that increase would 
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be under N.H.A. I do not think there is any doubt 


that the quality of housing has improved in the last 


sixteen years, and since we stand ready to make a loan - 

to anyone anywhere in Canada, I think the territorial 

distribution can be met and is being met. 
Excuse me, sir, Would you re-state your 


question, and I will give you a different answer, Not 


a different answer, but a better answer, a more expanded 
answer. Would you re-state it again, sir. 

THE CHAIRMAN: I will try to remember exactly 
what I Soup 

MR. BATES: This is my problem exactly. 

THE CHAIRMAN: How far have the objectives 
been achieved as to the increase of quantity of housing? | 


We were dealing with that, I think. 


MR. BATES: We are merely dealing with 
quantity? 

THE CHAIRMAN: Yes. 

MR. BATES: As I tried to state; sir, the 
quantity has gone up from three million to four and a 
half million houses in Canada; not all of it due to 
us, but a substantial portion of it due to us. And 


there are no people living in tents, that I know of. 


THE CHAIRMAN: That does not indicate very . 
much unless we look at it relatively. There are many 
houses in existence, houses in various Stages of 
dilapidation , which are still being lived in. Have 


f assessing the problem as it exists, 


you any way 1°) 


as it is developing; in the future, the immediate future? 
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Have you any assessment of the real, what you might 
call what you consider the real housing needs of the 
people at the present time, and looking forward perhaps 
for the next five or ten years? 

MR. BATES: Well, We have demographic figures: 
We know the number of children in high schools. We 
have a pretty good idea as to the number of these who 
will start getting married in 1965 onwards, of course. 
And this would be a very substantial figure, because 
this will be the post-war baby boom that would move 
into the housing market from 1965 onwards; and this 
will be a tremendous figure from 1965 to 1975 in Canada. 
Of this, there is no question. 

You have seen them move through primary 
school. You have seen them now in high school. I 
will see them not very long later in the housing market. 
This is inevitable, and this is a very large figure. 

You have asked another question, sir, which 
4s rather difficult for us at Central Mortgage to answer. 
At least, I think this is the question you are asking. 
You are saying, how oe houses in the metropolitan 
areas are in need of repair or rehabilitation or = 


destruction. We are not in that business. We know 


they are there, but we are not in that business. Through 


the banks we can give home improvement loans, but --- 

THE CHAIRMAN: But if you 100k at the whole 
housing picture, do not you have to look at the state - 
of existing houses as well as the possible programme 


of new houses? 


COMMISSIONER MACKINTOSH: Have you any 
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1 evidence that the proportion of sub-standard houses 

2] has been reduced? 

3 MR. BATES: Have we any evidence, sir? 

4 COMMISSIONER MACKINTOSH: Yes. 

5 MR. BATES: What do you mean by"sub-standard 
6 houses", sir? 

7 COMMISSIONER MACKINTOSH: You people are always 
8 talking about "sub-standard houses". That is where I 

9| cot the word. 

10 MR. BATES: I am hoist on my own petard here, 
11] pecause Dr. Mackintosh was the director of this 

12| Corporation before I came near it. 

13 COMMISSIONER BROWN: You will probably find 
14] that he invented that term himself. 

15 MR. BATES: Thank you, sir. Central Mortgage 
16 and Housing Corporation, under the National Housing 

17 Act, has no instruction to measure anywhere the number 
18 of sub-standard houses in Canada, This is essentially 
i9 a job for the municipalities ana the provinces, not “ 
20 C.M.H.C. I think, Dr. Mackintosh, we could give you 


a pretty good idea, and I think we could dig out a 


figure from around this table that would be as reasonably 


close to the truth as we could make it. 

I do not think the number of sub-standard 
houses has decreased very much in the last ten years, 
because in order to decrease it there are two or three 
things which must happen. Private enterprise has to go 
ahead and do clearance, and this it does. Sometimes 
it is merely a gas station in some street that wipes 


out three sub-standard houses; sometimes it is a 
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big development like Ville Marie in Montreal which 
wipes out sub-standard houses, 
COMMISSIONER MACKINTOSH: I hope you are not 


referring to the St. James' Club. 


MR. BATES: Sometimes we in the province, 
through a partnership, will wipe out sub-standard housing, 
in the terms of urban re-development; but actually the 


volume of this clearance is not substantial, no. 
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It is about 20,000 units a year which are wiped out 
by one means or another: sometimes it is merely fire -- 
a gift from God. 

COMMISSIONER MACKINTOSH: Theses relevance 
to my question was that it has some bearing on whether 
your objective of increasing the quality of housing 
is being attained or whether progress is being made? 

MR, BATES: I think you would be quite 
right in implying that the improvement in quality 
is essentially in new housing and not in the 
renovation or rehabilitation of the old. Such improve- 
ment as has come has been in new housing rather than 
redevelopment or rehabilitation. 

THE CHAIRMAN: Your system of interest 
rates, really, amounts to subsidized rates; they 
don't follow the course of interest rates on the 
market? They are artificial ones? 

MR. BATES: We have no artificial rates, sir. 

THE CHAIRMAN: Well, what rates do you 
impose? 

MR. BATES: Under the National Housing Act 
. there is the main rate which is set under Section 4, 
set by the Governor-in-Council, and this is the 
maximum rate that lenders can lend under. The 
maximum rate is 2+ per cent above the long-term bond 
rate set by parliament and changed from time to time 
by the Governor-in-Council; 2+ per cent above the 
long term bond rate. 


‘THE CHAIRMAN: Why should it be related 


to the long-term bond rate? 
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MR. BATES: You had better ask parliament 
that question, Mr. Porter. 

THE CHAIRMAN: Go ahead; I don't want to 
Eakereupt you, 

MR. BATES: I wanted to say something else, 
then we will come back to this, if you don't mind. 

We have several rates we lend under in the 
Corporation in terms of direct lending: we lend to 
universities, we lend on sewage projects in municipalities; 
we lend to limited dividend companies; and these rates 
are defined in the act, again. These rates are set 
normally at one-eighth above what we borrow at from 


the government. For instance, if we borrow from the 


government at five , these rates to limited dividends, | 
universities and others would be 5 1/8. Last month 

the government raised our borrowing rate from 5 to 53; so 
the rate to these corporations and limited dividends, 

for old people, low income housing, and so on, went 

from 5 1/8 to 5 5/8. In other words, we lend according 
to the act at one-eightth above what we borrow at; 

that is when we are lending directly. 

However, there is that other rate of interest 
set by the government which determines what the banks, 
life, trust and other companies can lend at, which 
today stands at 62. | 


THE CHAIRMAN: Your rates, though, are less 


\ 
than the going mortgage rates? 


MR. BATES: That is so, on these special 
things which are defined in the act: limited dividends, 


universities, municipal sewage projects. 
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THE CHAIRMAN: What about your ordinary 
houses? 

MR. BATES: 63; they would go at the same 
rate as the life and trust companies were lending at. 
We would lend at the same rate, and that rate is 
determined by government from time to time. The 63 
rate has been in existence for about a year. 

THE CHAIRMAN: The market rate is higher 
than that, isn't it? 

MR. BATES: Well, on what we call 
conventional mortgages as distinguished from N.H.A., 
this would be higher than 63, yes: 7 or 7¢, and in 
some parts of the country 7% -- conventional mortgages 
let out by life, trust and loan companies. 

THE CHAIRMAN: What is the purpose of 
providing for an artificially low rate? Because it 
is as a result of government interference in this 
case that the rate on N.H.A. mortgages is lower 
than the going rate on conventional mortgages? 

MR. BATES: Well, this, of course, is one 
of the purposes of the National Housing ACiy 

THE CHAIRMAN: Yes, but I want to know what 
the philosophy is behind it. Why are you selecting 
this particular phase of activity and applying to 
it, through funds which are really provided, in effect, 
by government agencies, a lower rate of interest than 
the market rate? 

MR. BATES: Let me get this completely 


clear: our rate is the rate on insured mortgages, ana 
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these are not provided by government. Most of the 
loans at this price are provided by the fo Oras TF 

and insurance companies by their own choice, because 
this is an insured mortgage. We come in as a residual 
lender if there is nobody else there; but this 64 rate 
is taken by the life, trust and other companies, and 
when it was below 6 also by the banks, because it is 
an insured rate. 

THE CHAIRMAN: Insured by whom? 

MR. BATES: By the home owner who pays the 
insurance fee, and he pays it to us. We carry the 
insurance on this loan, so if anything goes wrong with 
it they are guaranteed in the event of foreclosure 
that they will be repaid. So, the bulk of the lending 
under N.H.A. is not done by the government even today; 
it is done by the outside companies. 

THE CHAIRMAN: And the insurance is a fund 
that is made up out of premiums? 

MR. BATES: The home owner pays a premium 
of 2 per cent. 

THE CHAIRMAN: So that is on a proper 
insurance basis? 

MR. BATES: Yes, sir -- well, we really 
don't know; we hope so. We don't know how many 
foreclosures may come if there is a depression. 

THE CHAIRMAN: Well, you may have to raise 


your premiums? 


MR. BATES: No, the government is standing 


behind it. 
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THE CHAIRMAN: That is what I am trying to 
get at: how far is the government standing behind 
these ventures? How far are chee in a sense, govern- 
ment ventures having a certain advantage in that respect 
over ventures on the regular market? In other words, 
to what extent are these houses subsidized in one way 
or another, if at all? 

MR. BATES: All right, this is a good question 


THE CHAIRMAN: I am not suggesting it is 


wrong. I am trying to find out exactly where you stand 


on it. 

Mis DATES = “Welly woawWalltry. to ter svoue 
The insurance fund was stared in 1954 when the banks 
were brought into the mortgage business, and this 
fund was established and was an N.H.A. operation which 
would cover approved lenders, banks, life and trust 
companies, and an approximate 2 per cent fee would be 
paid by the home owner when he bought the house, and 
in the event of default the fund would reimburse the 
approved lender. Since 1954 -I can only tell you my 
experience. defaults have run around the rate of one- 


half of one per cent of the mortgages covered by this 


fund. The assets of the fund today are about 


$95 million, and since 1954 we have paid out $11 million. 
ut one-half of one percent, an 
apart from anything like a major depression we cannot 
see the fund being in trouble to repay life, trust, 


the bank, or anyone else, on defaults. 


So, there is no subsidy in the fund. I think 
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this is the point you asked me. 

THE CHAIRMAN: I wasn't quite sure how that 
worked, and I very much appreciate having the Samm 

One of the purposes of the NeHLA, is to 
improve standards in the construction of houses, isn't 
it? 

MR eal eo: Yes. ain. 

THE CHAIRMAN: You lay down certain speci- 
fications that must be complied with before money will 
be advanced on loans, and so on. Could you elaborate 
on that a little? Just how far do you go in Soren ete 
set regulations of that kind? 

MR. BATES: Well, at the end of the war the 
Canadian building industry was not in very good shape. 
It had had a long period of depression, and during 
the war itself there wasn't very much building done. 
At the end of the war, and for a year or two afterwards, 
there were many new builders coming forward, many of 
them simply craftsmen, and at that time the Corporation - 
and this is before my time -- set up certain standards. 
Since that time we have changed our position somewhat. 
The National Research Council worked for some years 
in setting up a national building code that worked 
through this .on a scientific, technical basis. Actually, 
today, sir, to answer the question simply, we use the 
national building code set up by the National Research 
Council as our basic\ standards. 
THE CHAIRMAN: And those apply to houses 
of a certain type and size only? 


MR. BATES: Anything which we finance or on 
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which we insure. Everything else is beyond our 
competence; there is nothing we can do about that. 

THE CHAIRMAN: How far do you go in insuring 
and financing houses? Are your activities limited to 
houses of a certain size? 

MRe BATES >), 1 YeseunThisn,dspdefinedaiin, the 
act. The maximum loan is $14,200 for a three bedroom 
house; $14,900 for a four bedroom house. Anything 
above that we have nothing to do with whatever, but 
up to that level, if they want an N.H.A. loan, either 
directly from us or insured, the national building 
code set by the National Research Council must be 
applied. 

THE CHAIRMAN: The mortgage is what per- 
centage of the value? 

MR. BATES: . It. can. go up to 95 per cent 
of the first $12,000; 70 per cent afterwards. The 
maximum loan is $14,200 on a three bedroom house 
and $14,900 on a four bedroom house. It is 95 per 
cent of the first $12,000 loaned. 

THE CHAIRMAN: So that the down payment 
is only 5 per cent? 

MR. BATES: Indeed. 

THE CHAIRMAN: How do you justify that? 

MR. BATES: I don't justify.it. This was 
done by parliament. I had nothing to do with it, 
Sin; 

THE CHAIRMAN: Well, I thought perhaps 


you had some ideas. A man buys a house and he puts 


up 5 per cent in cash? 


els 


pet} tuods wb fas pererrs e ‘eit 9 a 
| SBP ans 0p Woe ob, mn wg asc 

a atin eattivivos tuOe a3 tesawed gn wos 
; jetta aleteeo 8 10° ‘seal 


edt al mee iaep as pid bet QR TAH AM a 
rooted sory & set Ooo ene: at aeot minmtxen ont 
Baidrynar * baaicul noo wbad tat a rot O08 Ply # 
del Asueredie ait fw ob od gitiiton svud ‘sw tédd @ | c 
tite .aeor, i, H.#@ ne deen Yode Sh fever tard at a 
QhLSL Lact ceeae a vet GA) | | pecan ‘40 au mon’ a 


a4 dann Cboduey davested tiatdo hd ai acts ud 3908 ‘eboo | 


Ff portage 
aT ‘i i “: 


s"eq Voie aL sgugdron! Srilt waar axr Maho: f i 
| | Sourav wets ‘te onedaes. | ‘ 

Keo neq 2 of Gy OB neO + reer Part AM q 
ai? .ptlewmetts vise eg OY {O00 ax darth edd Yo), ke 
esivon nonibedt weit s nia OOK Sth va real ‘aed’ em 4 
ree? GH at FT Sevod mooihad suOt 8) MO OOd He bas 1. 
hansot, O00 att rey acd ‘36 ‘yaee hos 

tes) aWob: sed Parl wey eaaadees ail Sar i | 
’ ¢tape i @ wine ae | 

sbpophs vemTAR gM Oe 

‘tent ste troy, r WOH, swag ato aay Enigten | 
Sew ale oh yierant, 2 aob t eRe ; 


$2 dotw of od! getitun gent x ses a sod + 
ee i eae edie 


yi ‘ 


teadusg detgu ote anes pe 


he 1’ 7“ is 
evs at bas eedoh & ayy ie zeeb 
) Nahi vr ; 
td ir fis 


Li 
' a ae 
' wa? 5 18% aa 


Nethercut €& Young - 6037 - 


Toronto, Ontario 


MR. BATES: On a $12,000 house. 

THE CHAIRMAN: All right, a $12,000 house. 

MEY DATES: Yes Sir. thav 1s right. 

THE CHAIRMAN: And the market for houses 
of that kind might decline and he wants to sell the 
house, and he loses his down payment and perhaps more. 

MR. BATES: Can you tell me anyone who 
has done this? 

THE CHAIRMAN: I think there has been a 
rising market ever since you started business, hasn't 
there? Has that aspect of it ever been considered -- 
the disadvantages of too small a down payment? 

Mn. BALES” YOu Wilt vecai dl OMe, wGbad rman. 
that under the earlier parts of the act, before the 
amendment in 1960, 10 per cent was required, but 
it was considered then by the government of that 
day that it was desirable to widen the demand for 
housing for various reasons, and that the down payment 
eould be reduced. The number of defaults were infinites 
imal in this country. It was felt the down payment 
could be reduced, and parliament saw fit to reduce it 
to a down Macht or 5 per” cent of a $12,000 house. 

I think, sir, our experience in the last two years 
has not indicated this particular change has made any 
difference to defaults. 

THE CHAIRMAN: And the interest rate on that 
loan of 95 per cent ‘would be the same as the interest 
rate on a loan of lesser amount? 

MR, BATES: Yes sir, it would be a 63 per 


eent loan whether we loaned directly or whether it was 
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done by a life or trust company. 

THE CHAIRMAN: Well then, the purchaser of 
that house is getting more than he could ever get out 
of the regular mortgage market? | 

ME eo PATES +o his 1s right. sThis.is the 
purpose of the N.H.A. This is what parliament tells 
us to do. 

THE CHAIRMAN: Yes, but it is the govern- 
ment intervention that makes it possible? 

MR an cDALES ue This+isuster Et.is «the ,ach 
that makes this possible. 

THE CHAIRMAN: So that the interest rate 
paid on that loan of 95 per cent of the value of the 
property is considerably less than could be supplied 
through the market? 

MR, BATES: Yes, but we have no means of 
forcing the life company or the trust company or the 
loan company to make a loan at that rate. They are 
quite free to make conventional loans at Th 00 fe. 

THE CHAIRMAN: You say they will make loans 
up to 95 per cent on that basis? 

MR. BATES: Yes, because in this particular 
part of the market they are insurec. It is the 
insurance feature that attracts them. They will do 
both: any life company will do both; they will make 
conventional loans at 7+ and N.H.A. insured loans at 
63. This is up to them; we have no means of affecting 
their choice. It is entirely a matter of the distri- 
bution of their assets; entirely up to them. 


THE CHAIRMAN: You provide for the building 
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Toronto, Ontario 
of houses in the way you have described, and for main- 
taining a sufficiently high standard of building in 
the way that you have described. Does your Corporation 
enter at all into the field of marketing srseasee Is 
there any policy adopted of any kind which would 
facilitate the marketing of houses, when a person 
finds he has to sell and move to another place to live? 

MA DATES: Noycsir. 

THE CHAIRMAN: So, unless there is a con- 
tinuously rising market, or a market that is fairly 
brisk, naturally, a person may have some difficulty 
in divesting himself of a house in one town if he has 
to move to another. 

MR. BATES: That is right; he may have 
difficulty in divesting himself of his car or his 
washing machine. We are not interested in that. 

THE CHAIRMAN: We have found a number of 
people are interested in that. 


MR. BATES: Well, I mean under the act; 


our instructions from parliament. 
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THE CHAIRMAN: I am trying to get a view 
of the limits of your policy and the scope of it. 

MR. BATES: Yes. 

THE CHAIRMAN: So that your Geen eee 
apparently has to do with the building of ere that 
is, the supply of houses of good standards of con- 
struction and on the most convenient possible terms 
of payment. 

MR. BATES: Yes, Mr.-Porter, I think so. 
Maybe I should say this, that indirectly we try to 
do something about this problem you have mentioned 
in the sense that we try to prevent a surplus of 
housing arising in any area so that if someone does 
have to sell he is not selling in a surplus market. 
We very consciously try to prevent a surplus of N.H.A. 
housing in any area. This we prevent very consciously 
and to that extent indirectly we do help someone who 
is trying to sell a house. 


COMMISSIONER BROWN: You prevent or you 


avoid creating? Isn't it more an avoidance of creating 


a surplus? How do you positively prevent? 

MR. BATES: .Well, today, so far as our 
lending policy goes we will not lend to any person 
unless he or she cannot get a loan from a bank or a 
life or a trust company; in other words, we will not 
lend indiscriminantly and we will only lend to people 
who cannot get a loan elsewhere. In other words, 
there is nothing in our financial policy that will 


create a surplus. 


COMMISSIONER BROWN: You used the word 
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"ynrevent"; I don't understand that. 

MR. BATES: That is what I mean by "prevent". 
We are not loaning to speculative builders to go out 
and build houses. | 

COMMISSIONER BROWN: It is just a question 
of the emphasis? 

MR. BATES: We are preventing that. 

COMMISSIONER BROWN: You are avoiding 
creating that. 

MR. BATES: All right. 

COMMISSIONER BROWN: Preventing implies 
that you can stop other people from doing ti, 
MR. BATES: No I can't, we can't do this. 
COMMISSIONER BROWN: That is what I wanted 


wo get clears 


MR. BATES: Builders can still get speculative 


loans from life and trust companies but they ean't 
get them from C.M.H.C.; we only loan as the loaner 
of last resort to a home owner. We don't loan to 
4 builder or for rental accommodation, we only loan 
to a home owner. 
There was a period some years ago when 
we made builders! loans, but this was limited to 
economic as distinct from housing problems. 
COMMISSIONER MACKINTOSH: Yau don't restrain 
@uuife “company --- 


MR. BATES: No Sir. 


COMMISSIONER MACKINTOSH: ---from making 


N.H.A. loans in an area which you perhaps think is 


a bit over-built? 
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1 MR. BATES: No, we wouldn't refuse but we 


2|| might say something to them. 


3 COMMISSIONER MACKINTOSH: Express surprise? 
4 MR. BATES: Yes. 
5 THE CHAIRMAN: That is known as moral 


6 suasion. 

7 MR. BATES: But really, if they wanted 

© to go ahead and do twenty loans we wouldn't say no. 

9 THE CHAIRMAN: You place considerable 

10 emphasis on home ownership, do you not? 

il MR. BATES: The government does, yes. 

12 THE CHAIRMAN: Well, that apparently is 

13 one aspect of the philosophy behind your activities, 
io) is it not? 

15 MR. BATES: Yes. 

16 THE CHAIRMAN: Home ownership is considered 
17|| something of value? 

18 MR, ‘BATES: We will insure rental homes. 

i9 THE CHAIRMAN: I was going to come to that, 
20 I was going to ask you about the rental policy which 


21 you have. Perhaps you will report on that now. 


22 MR. BATES: Well, C.M.H.C. itself doesn't 
23 lend to normal rental operations unless they are low 
24 income, for low income families. 

25 THE CHAIRMAN: ‘That would be-subsidized 


26 housing? 


27 MR. BATES: It may be subsidized or it may 
28 be that it igs a limited dividend operation. 
29 THE CHAIRMAN: I understand that. 


30 MR. BATES: Either of those. 
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1 THE CHAIRMAN: That requires some subsidy 


2 to carry it generally? 


3 MR. BATES:. It is a low rate of cee 
Be yes, but as to other rental housing, we ane prepared 

5 to insure loans made by life and trust companies 
6 but we are not prepared to do this completely indis- 
7 criminately. For example, last year -- I have for- 
8 gotten how many houses there were, but I believe it 

9] was 8,000 in Toronto and the life and trust companies 


10 were prepared to still pour a substantial volume in 
11 this year and we said to them, "No, the market in 

12 Toronto is becoming saturated, why don't you let off 
13 for a while," and actually we cut the number of loans 
14; we would insure down to, I think, this year it was 

15 3,000. However, this didn't stop them, they went 

16 ahead on a conventional loan basis, which they are 

17 guite prepared to do, but we thought that the Toronto 


18 market was becoming a bit saturated the same as the 


19 Montreal market. 


r 


20 COMMISSIONER GIBSON: On rental housing? 
21 Ma. BATno: Yess 
22 COMMISSIONER GIBSON: On these units you 


23 would take a stronger stand in trying to prevent a 


24 surplus than you would on regular single housing 


25 units? 


26 MR. BATES: Yes. 

27 COMMISSIONER GIBSON: You said earlier that 
28 you wouldn't say no? 

29 MR. BATES: Because this thing gets up into 


30 great masses; you know what I mean by high rise masses, 
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and it gets into certain areas and the area gets a 
bad name and doesn't get let properly and there are 
20 per cent and 30 per cent vacancies, and thigitrs 
merely a caution on our part. 

THE CHAIRMAN: Is this rental all apartment 
type housing? 

MR. BATES: Usually, sir. 

THE CHAIRMAN: Are there individual houses? 

MR. BATES: No, very seldom; row housing 
and high rise almost entirely. I don't know of any 
individual housing that is rental. 

THE CHAIRMAN: By row housing, they would 
be independent houses, but --- 

MR. BATES: You know, joined together. In 
the province of Quebec you get duplexes that are rental 
housing, but it is the only province in Canada that 
has small houses as rentals. In other places in 
Canada it is either row housing or high rise. 

COMMISSIONER GIBSON: If you only made 2,000 
loans this year --- 

MR. BATES: It was 3,000 in Toronto. 

COMMISSIONER GIBSON: And 8,000 last year, 
this is more than caution, isn't it? 

MR. BATES: Yes, it is more than a caution; 
it is a real rationing. 

COMMISSIONER GIBSON: It is a definite 
policy? 

MR. BATES: But we can't stop it because 
all that happens is that instead of building N.H.A. 


houses. they are building conventionals. 
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THE CHAIRMAN: That sort of rental i Pree. 

- for what income brackets would that be supplied? 

3 MR. BATES: Well, the stuff we are speaking 

4/ of now would be housing that would rentat $100 to $150. 
S MR. WILSON: On a two-bedroom apartment, 


6 probably in that range. 


7 MR. BATES: And that is for people with 
8| incomes of $5,000 and $6,000 a year. 
9 


THE CHAIRMAN: Then, when you have to deal 
10 with people with incomes of less than that you really 
il Bev Into the subsidized field, don't you? 

+ MR. BATES: Yes. 

13 THE CHAIRMAN: Coulé@ you give us some 

14 indication as to what extent that field is being 

IS} looked after? 

16 MR, BATES: Well, in the whole of Canada 
17 there are 8,000 subsidized houses -~- in the whole of 
18 Canada. These are units. In England since the end 
19 of the war 70 per cent of the housing has been 

20 subsidized and in Sweden 95 per cent is subsidized. 
a Here in Canada since the end of the war we built a 

22|| million and a half units with 8,000 subsidized. 

23 Now, I don't think this is the fault of 

24 the federal government because they took’ the attitude 
25 in every province that it is up to the province and 
26 the municipalities to ask them, ask the federal 


27 government for assistance in building subsidized housing. 


28 The federal government will put up 75 per cent of the 
29 capital cost under Section 36 of the National Housing 
a Act, 75 per cent of the capital cost, 75 per cent of the 
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subsidy. Despite this magnificent offer we have 8,000 
units in Canada. 

THE CHAIRMAN: Who are you blaming for tee 
do you think more than 8,000 are necessary? 

MR. BATES: I have no comment, sir. 

THE CHAIRMAN: But there must be a number 
of persons who are in the less than $5,000 bracket, 
this must be pretty great, and it seems to me that 
there may be a great gap in the programme? 

MR. BATES: Yes, you are quite right; more 
than half the population of Canada is in the figure 
which you have just mentioned. 

COMMISSIONER GIBSON: And how far is this 
group helped by the fact that you are helping to build 
these houses for people of the income which you have 
just mentioned? 

MR. BATES: Well, of course <-- 

COMMISSIONER GIBSON: It assists them? - 

Mee DATES: This 28) 380. 

THE CHAIRMAN: It would be if the increase 
in houses built is greater than the increase in the 
population; you see what I mean? 

MR. BATES: “Yes. 

THE CHAIRMAN: If you merely are keeping 
pace with the population, the net result is that there 
are no old houses that are opened up for the lower 


income groups? ; 


MR, BATES: There are very few empty houses 
in Canada and there is very little rent reduction and 


very little cutting in price. We haven't built enough 
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houses to saturate the market, if that is what you rere 
- no. But, sir, in this programme of subsidized housing 

3 most of it so far has been done in that most sophisticate 
4 Sewell provinces, Ontario, and most of it. in poneotes 

5 the wealthiest of all Canadian cities. So that what 


6 you see today -- it is only a small portion -- but 


7 what you do see is that the poor fisherman of Newfound- 
8 land is subsidizing or helping to subsidize the few 
9 


people in Toronto who live in very nice high rise 

10 buildings. 

ii COMMISSIONER HARROLD: Do you include the 
-- farmers as well as the fishermen? 

13 MR. BATES: I used to be associated with 
fishermen, so I automatically think of them. 

15 COMMISSIONER MACKINTOSH: Have you worked 
16 out the net value of the subsidy to that Newfoundland 
fisherman? 

18 MngeoAteo: Don't pull my 2462.2 0, 

19) Mackintosh! 

20 I think, Mr. Porter, in answer to your 

21 question, the amount of subsidized housing is very 

-- small, but it is likely to increase because in almost 
23 all the -- I would say in the fourteen metropolitan 
24 areas’ of Canada -- they have all made studies of their 
25 need for urban redevelopment and their need for this 
26 kind of thing. It is: quite Jikely te inereeee very 
27 substantially the smount of housing and the amount 

“ of subsidy, and this will increase very substantially 


ig if the Act remains unchanged, but it has moved faster 


* in Ontario because of the provincial government; the 


7 vor “od snbcaclue oy si ne afipebbedue de 
; : oe e627 dat eid Pored az apse on? ‘odnore? at fe F 
aeet oe a . | ache 
re gis sbuicom Hey of .CTORANE REVOTESINNDD « — ch 7 4 bi 
| val ys vivonssHi@X at ac atow ee econ 


| WPiW bog uhgeres aa ot Deal rt + Panae fil 

a4 te sista q inohtamod ds 2 wa _vemrsde kt 
Seg. 10W OY overt eau cit Hae AEIMIOO 
bheathadoiwek edz o¢ viet aay ta suisse ten adv au | 


. ‘nemreialt | a 
an | 
i ’ i Z : : “}. i or 
Wa 2ef gp {yo t'aed  SSeeRAg AM : - 
7 
q 
:deotabtest,” 
. —- Dy 
“hoy oo Yavane ni ,.sstaeY . Gi ano 2 | 


7 


7 *D 
qaev ‘sl actevodt Sastt ee 46 trwona edt sorresup 
eure 
° eonte aby deveoet szescoat oe “lauti at th ted Eleme 7 : 


Ralelogetten asses inet add ek use binow I -= sav Ife 4s 


azar =e aa Sed stem Lis svar usd? -- shes Yo saeste ee 


eidd, 107 i ee tiremndfovshait meday 1072 Beek,” 


1 
i 
yrs ewedrodh dt utaae'r >tinp el at ° .qnodd to pitta ; 

imlens off DNs Ankeiod Io sioms iostt sitesi 
ullerinedadus digy “sansacn! [lew => ‘wen ebheows ‘te #f 


° ait 


tet baie a0 32 i poeriee ea ad ks! | 


vi en aT hae 


Nethercut & Young « 6048 - 


Terento, Ontario 


nature of the provincial government and the nature 
of the municipalities. | 

THE CHAIRMAN: But it is very slow? 

MR. BATES: it is very slow. 

THE CHAIRMAN: And it will continue to be 
very slow as long as it is left to the provinces and 
the municipalities to take the brunt --- 

MR. BATES: They don't take the brunt, they 
only take 25 per cent. 

THE CHAIRMAN: ,But isn't that the lower 
25 pericent? 

MR. BATES: They have to negotiate it. 

THE CHAIRMAN: They take the equity position? 

MR. BATES: No, no. 

THE CHAIRMAN: It is all pro rata, is it? 

MR. BATES: Yes. 

COMMISSIONER LEMAN: I would like to ask 
some questions about this. The insurance fund, are 


there ideas preset as to where it should stop; would 


| 
| 
you contemplate, if you felt the fund became adequate, 
reducing the premium for future deals? 
MR, BATES: I think that is a very good 
question, and my. answer to it is that I don't know. 
I don't think anyone knows actuarily what the risks 
on the fund will really be. When the fund gets hit 
with a situation like Elliot Lake, where we have 
700 houses thrown on the fund immediately, this 
4s a tremendous bite right into it‘and we really don't 
know. If we had a depression we don't know what 


would come on the fund, but no home owner has complained | 
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to us yet of paying 2 per cent premium into the fund. 
They seem quite content to do this. I mention that 
the fund is $93 million despite the bite of Elliot 
Lake, Elliot Lake was a big bite and one might get 
this anywhere; Thompson, Kitimat, any of the one 
industry towns, and we have a lot of them in Canada, 
the one industry towns, where if that industry gets 
into trouble the whole town is in trouble. So, we 
have in C.M.H.C. continued to advise the government 
that so long as home owners are not complaining, that 
we will let the fund go until we gain some more 
experience. That is the situation. | 

COMMISSIONER MACKINTOSH: But the presumption 
is that if the fund continues to grow and that 
experience more and more indicated that 2 per cent 
was more than you needed, the presumption is that 
it would be adjusted? 

MR. BATES: Exactly. 

COMMISSIONER MACKINTOSH: But it will be 
a long time before you have the experience? 

MR. BATES: We have now only eight years 
of experience. 

COMMISSIONER MACKINTOSH: There is no 
presumption that you or the government want to make 
revenue out of this? 

MR. BATES: We are not making revenue; we 
are holding the funds, we are the trustees of the 


funds for the insured lenders. In'C.M.H.C. we are 


.the trustees of a fund for the insured lenders. 


If it ran out the government would come to our aid as 
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| 
1! it does in the Unemployment Insurance, but we don't 


é want to get into that position if we can help it. 


w 


COMMISSIONER LEMAN: Would you just for my 


4 information tell me a little bit more about how the 


5 payment is paid? Is it paid as a one lump sum payment? 
6 MR. BATES: It gets into the mortgage. 

7 COMMISSIONER LEMAN: It is added to the 

4 mortgage? 

" MR. BATES: Yes, it is added to the mortgage. 
" COMMISSIONER LEMAN: So therefore it is 

4 Peed for the lite of the mortgage? 

12 MR. BATES: No, it is paid to us directly 


13! 2 the time, but it is in the mortgage, it is part 
if of the mortgage, it is an extra $200 or thereabouts. 
15/ what would it work out to, about $200? I guess on 
16| 5 normal house it would be that, and the $200, if 
17 we are doing a direct loan, we make the direct loan 
18) snd the $200 comes back to us as trustees. If the 
19 bank or an insurance company is making the loan, 
20 the $200 comes into the mortgage insurance fund as 
trustee. There is only one thing we can do with it, 
22 we can only Beto enedian government bonds. 
COMMISSIONER LEMAN: But the home owner, 
the fellow that buys this house -- 


MR. BATES: The cost has gone up to him by 


$200. 

COMMISSIONER LEMAN: Has he paid the $200 
at the beginning? 

MR. BATES: It is in his mortgage, it is 


in his loan; he has to pay it over the next 25 years. 
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COMMISSIONER LEMAN: That is what I was asking, 


it over the 25 years? 


Yes, he pays it over the 25 years. 


MR. BATES: 
| 


COMMISSIONER LEMAN: And the lender pays 


to you at the beginning? 


MR. BATES: That is right, he pays us 


immediately. 


$93 mi 


COMMISSIONER BROWN: Your fund is now 


ilion? 


MR BATES: Yes. 


COMMISSIONER BROWN: Have you a figure on 


your potential liability at the moment? 


outst 


MR. BATES: Yes, $43 billion. 


| 
COMMISSIONER BROWN: This is remaining 
anding? 


MR. BATES: That is what is outstanding, 


$44 billion. 


you 


Act. 


COMMISSIONER GIBSON: And you said that 


put the fund entirely into government Canada bonds? 


MR. BATES: That is the instruction in the 


| 
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COMMISSIONER GIBSON: How do you carry out 
your investment operations? Do you bear in mind the 
problems of monetary policy and debt management? Do 
you buy and trade securities, or do you just buy and 
keep them? | 

MR. BATES: We do not trade. We have an 
agent, the Bank of Canada, that purchases for fe and 
we do not trade. 

COMMISSIONER GIBSON: You are not trading — 
in them? | 

MR. BATES: No, sir, we! are not trading in 
them. We do not have to. 

COMMISSIONER GIBSON: Does the Bank of Canada 
handle that with advice from you, or.is it simply handled 
by them? | 
| MR. BATES: It handles it for us. It gives 
us advice. | 

COMMISSIONER GIBSON: D> see, | 

WR. BATES: It gives us advice, which cence 

us nothing. The advice is reasonable. 

“COMMISSIONER HARROLD: Mr. Chairman, perhaps 
I could ask a question here on the same subject. The 
question of fishermen and farmers is raised to some 
extent. Do you see any insuperable difficulty in 
extending C.M.H.C. loans to the rural areas? 

MR. BATES: Yes. 

COMMISSIONER HARROLD: Is it a technical 
difficulty? 


MR. BATES: No, sir. They are not growing; 


there is no rural area that is growing. 
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1 COMMISSIONER HARROLD: You are not suggesting 
2| that there is not a demand for housing in the rural 

3 areas? 

MR. BATES: No. We are willing to lend to 
them. 

COMMISSIONER HARROLD: On rural housing? 

MR. BATES: Yes, initially. There is just 
no demand, or very little demand. 

COMMISSIONER HARROLD: And there is nothing 
that would preclude you from lending on a farmhouse, 
that type of house? - 

MR. BATES: No, nothing. We do. There is 
just no demand. We cannot create one. 

MR, ADAMSON: The farmers have access to 
other sources. | 

COMMISSIONER HARROLD: As far as housing is 
concerned? 

MR. ADAMSON: Yes, sir, and a lot of other 
things. 

COMMLSSIONER HARROLD: How about the Farm 
Credit Corporation and its lending activities on a 
farm; does that not preclude C.M.H.C. from making <s 
a loan on the same property? 

MR. WILSON: Only home improvement loans. 

If a loan qualifies as a farm improvement loan under 

the Farm Improvement Loans Act, then it cannot be made ~ 
under the Home Improvement Loans Act, which is now 

the National Housing Act. But in terms of new construct- 


ion, a new farm building, 4 farmer would be entitled 


to apply for a straight N.H.A. loan on a farmhouse and 
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would come under our present direct lending policy. 


If he could not get a loan from anybody else, he could 


get it from C.M.H.C. 

COMMISSIONER GIBSON: But what would the 
mortgage be based on; would it be based on the farm? 

MR. WILSON: The whole farm. 

COMMISSIONER HARROLD: With regard to the 
C.M.H.C. qualifications up to $12,000, he could not 
borrow $12,000; is that right? 

MR. WILSON: No; he could not under the 
provisions of the National Housing Act, either. ~ 

MR. BATES: A farmer can pores If he wants 
to build a house, he can borrow from us. | 

COMMISSIONER HARROLD: But what would be the 


Limits? 5 


MR. BATES: The same as anybody else, 

$14,200, $14,900. We would have to have the mortgage 

on the house, not on the farm, We are not interested 

in the: farm: | 
THE CHAIRMAN: It is only on the house? 
COMMISSIONER MACKINTOSH: This is an important 


point. 
MR. BATES: I am sorry, sir; I made a mistake. 


My advisers tell me that they would insist on. having 


a mortgage on the whole farm. 
THE CHAIRMAN: Then if there is already a 


mortgage on the farm, a person could not get a loan 


from you? 


MR. BATES: He might be able to. Since IL 


have been in the Corporation I have never had a farm 
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| loan come before me. 

COMMISSIONER HARROLD: We have had 
representation from one of the farm organizations that - 
would like to see the same provisions apply as far as 
farm housing is concerned, under C.M.H.C., or N.H.A.,y 
whatever it may be, and there seem to be technical 
difficulties in the way of lending just on the house 
rather than on the whole farm. Is that not right? 

MR. WILSON: - There is, under the N.H.A., 

a specific provision to deal with loans for farm 
housing, which is the only provision placed in the 
Act where an N.H.A. loan can be used in part to re- 
finance an existing mortgage on a farm. The limits 
imposed in the Act are considerably less favourable 
to the farmer than are provided by the Farm Loans 
Board, and the maximum loans under the N.H.A., and 

So on, are less than under the Farm Loans Board 
provisions, with the result that we get no business. 
This is basically going through the Farm Loans Board, 
rather than the National Housing Act. Theoretically - 
and in fact -- legislatively -- there are provisions 


to remove this technicality, but the limitations are 


technical. 

COMMISSIONER HARROLD: In other words, 
provided a farmer had a mortgage on the farm, he would - 
not be able to borrow even your $12,000 for a house 
on the farm? 

MR. WILSON: No, sir. 
COMMISSIONER GIBSON: One of the problems 


put to us was that when you have hired help on the farm 
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- and you would like to build them decent housing 

2 accommodation, they cannot do this under N.H.A.3 you 

3 cannot just take a piece of the land and put a house 

| on it and put that up as security. 

5 MR, BATES: - am sorry, sir, but this question 
6 has just never come to me. I have never had to face 
it. 

8 COMMISSIONER HARROLD: I think representation 


9| has been made to the government, but it has not got 


10} as far as you yet? 


11 MR. BATES: Would this be true, Mr. Wilson, 
12 that we could not help finance housing for hired help? ¥ 
13 MR. WILSON: We could only use the disencumbered-’ 


14 portion of the farm as security for the loan. This 
15 puts a limit on the amount of loan the farmer can 
get under the Act. 
We have had experience, and we are continuing 
to have experience of loans which are not identified 
as farm loans at all. The farmer has a son who marries; 
he separates and lives on a one, two or five-acre 
plot alongside a road; he gets an N.H.A. loan on 
that, but it is not identified in any sense as a farm 
loan or a loan to a farmer. But there are actually 
N.H.A. farm loans to farmers or a farmer's son. 
COMMISSLONER BROWN: He has to get a piece 
of land that is not encumbered by a mortgage elsewhere? 
MR. WILSON: Yes, sir. 


COMMISSIONER BROWN: If that is done, he 


can get an N.H.A. loan? 


MR. WILSON: Yes. 
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i COMMISSIONER BROWN: What would be the 
3 MR. WILSON: Yes, exactly the same. 
4 THE CHAIRMAN: Would there be any difficulty 


5| arising from the construction standards? You have 
6 a formula for this. Would you insist upon that and 


say that it must be appropriate to the needs of the 


8 sort of house the farmer might want to build? 
9 MR. BATES: I do not think so, sir. We have 
10 


what we call minimum houses that were initially designed 
ii for fishermen, that are relatively cheap; one big 
12| room, with a few little cubicles going off it -- that 
13 sort of thing. We are quite prepared to lend on that 
14| type of construction. But there is very little of it 
15 asked for. I do not know how many we have lent on. 
16 But we are quite prepared to lend on what we call the 
17 minimum houses; in other words, we would not insist 
18| on a town house in a rural area. 
19 | THE CHAIRMAN: That is what I had in mind. 
20 I did not know whether you had special standards. 
ea MR, BATES: No, sir. 
si THE CHAIRMAN: As to mortgages on existing 
houses, you do not provide mortgage money on existing 
houses at all, do you? 

MR. BATES: No, sir, the Act does not provide 
for’ this. | 

THE CHAIRMAN: There has been some suggestion 
that -- well, we will leave that to a little later on. 
Are there any further question? 


2] limitation? The same as anywhere else? | 
COMMISSIONER BROWN: I should like to ask one | 
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or two questions on this matter of objectives, Mr. 
2 Bates. You mentioned quantity, equitable distribution, 


3 and quality. 


4 ME. BATES: Yes, sir. 

S| COMMISSIONER BROWN: You did not mention, 

6 except obliquely as a result of questions, the matter 
’) of encouragement of home ownerships and you did not 
gi] mention the extent to which combating unemployment 


9 entered into it, if this is an objective. 

10 On the other hand, in your brief you say 

ii] in paragraph 1.41; "From this brief andimpressionistic 
i2)| account it will be appreciated that objectives having 
13| little to do with housing as such, have, from the 

14| beginning, played an important part in the formulation 


15| of housing policy". Would you like to comment on this 


16) generally? | 
17 MR. BATES: Yes, sir. I think that really 
18 from the very beginning of the National Housing Act | 
19 in 1935 -- remember that it was a question of creating | 
20 an instrument -- the implications of, housing on 
21 employment have never been very far away from the 
22 government's mind. It is leant an important employment- 
23 creating instrument, because it uses almost entirely 
Canadian rent alas in other words, cement, or earth- 
moving, or windows, roofs. It is an industry that 


uses almost entirely domestic materials, and it has 


“therefore been never very far away from employment 


considerations. 


It is not like some of those industries 


which use a lot of imported materials. This is entirely 
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an employment-creating industry, and because of its 
nature, a heavy employer of labour. It is an assembly 
industry; it is all done by hands; there is practically 
no machine operation in the final assembly. It requires 
a very large volume cf manpower to build a house, in 

the assembly as well as in the manufacture of materials. 
I think, in fact -- to my knowledge, at least, since 

I have been with the Corporation -- that there has only 
been really one occasion in which the employment feature 
has overborne the purely housing feature. That was 

in the year 1957-58. In 1957-58, in that recession time, 
the government decided that there was enough potential 
housing demand to push forward a counter-cyclical, 

if you like, housing programme; and it did so. The 
demand at the time was such that it took up the housing. | 

THE CHAIRMAN: Was that the time when you 
reduced the down-payment? 

MR. BATES: No, sir, this came later. In 
the 1960 decline of puetnede it was felt that the basic 
housing demand was not such that housing could be used 
as a counter-cyclical instrument, and it was not 
so used. In other words, the demand which has been 
available in 1957 was not there in 1960, and we might 
upset the building industry by launching forward with 
25 loans per builder, or 50 loans per buiider and 
getting into the speculative building business. So 
actually in 1960 housing was not used at all as a 
counter-cyclical measure. 

I would think, speaking personally, sir, 


that I do not see the situation, the conditions of 1957-58 
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i being in front of us for a long time, where we could 

2 move ahead with a housing programme far in advance 

3 of what we thought the demand could pick up. In other 
words, it is not available as a counter-cyclical 
instrument, it seems to us. 

COMMISSIONER MACKINTOSH: Because the 
excess demand is not there? 

MRS. BATES: This es SOneeouas 

COMMISSIONER GIBSON: You said earlier, though, 
that to bring about this filtering down process -- [I 
think that is what it is called -- 

MR. BATES: Yes, sir: 

COMMISSIONER GIBSON: -- whereby there is 
more housing goes to people in the lower incomes at 
perhaps more reasonable prices, you need to have a 
bit of a surplus of housing. From this point of view 
the over-building of housing is a good thing, I 
suppose? 

MR. BATES: You have to be very brave to 
face this situation. I think this is true, but you 
have to be very brave to over-build. 

COMMISSIONER GIBSON: If you do not over-build, 
you do not get this filtering down? 

MR. BATES: This is so, sir. 

COMMISSIONER GIBSON: So this is a pretty 
serious part of the policy? 


MR. BATES: Yes. 


MR. ADAMSON: There is a distinction, though, 
between over-building in terms of what the demographic 


requirements will show, and over-building a market. 
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You may be put in a position where you are not over- 
building a market, and yet you are adding more houses 
each year than the normal growth of the population 
would indicate as a purely physical requirement. [In 
other words, you may be contributing to this filtering 
down process and not exposing yourself to a market 
hazard. One is a social and the other a purely 
economic limit. 

COMMISSIONER BROWN: One aspect of this on 
which I would like to get your opinion is this; the 
extent to which the policy of encouraging home 
ownership decreases the mobility of labour in times 
of economic difficulties. 

MR. BATES: I do not really know what that 
means, sir, If --- 

COMMISSIONER BROWN: I will put it this way. 
Is it a correct assumption, to the extent to which 
labour, or individuals ere renting houses rather than 
owning them, that tiene is an increased mobility 
as between areas? 

MR. BATES: There is such a fetish for 
home ownership. I have not met a Minister yet who 
was not prepared to rise at any moment in the House 
of Commons and talk in terms of the virtues of home 
ownership; what it did for you; it was good for your 
soul; you could change the eranneatadonss tend the 
garden, look after your children. And apparently 
this is true. It is true in North America in both 


the United States and Canada. There is a tremendous 


fetish for home ownership. 
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I would think the problem you have mentioned 
would only arise if the area in which the man was 
was one in which the market for houses was bad, one 
industry town that was in trouble, which might reduce 
the mobility of labour. But I do not think we have 
any evidence of reduced mobility. 

MR. ADAMSON: A lot depends, I suppose, on 
the conditions in the housing market itself. If it 
is a very tight housing market, as we had immediately 
after the war, home ownership is an asset and adds 
to your mobility. 

THE CHALTRMANs: The market is a rising market 
and the value of the Rouaeroe: up; 10 13) a cood tnoing 
in those conditions? 

MR, BATES: But if you hit an area like 
Elliot Lake, I am quite sure this has hurt | some 
people there. And the problem of Sudbury. 

MR. ADAMSON: There is the basic fact that 
the cost of moving from one owned unit to another is 
much greater than moving from one rented unit to 
another, for the occupant, because the. selling costs 
of real estate are very donetaesan es The actual 
moving of the furniture, the actual physical thing, 
does not differ very much; but the cost of moving 
to the home-owner, where he has a very substantial 
real estate fee to pay, is much greater than with a 


rented unit. 
THE CHAIRMAN: In places like Windsor, which 


is an automobile centre, if there is slackness in the 


automobile manufacturing industry it would be almost 
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impossible to dispose of houses quickly and get out 


and go somewhere else. It wuld become a drag on the 


market very quickly. 
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t MR. BATES: We have no experience of this 
- in Windsor. We own a lot of houses and have sold a 
3 lot of houses in Windsor. 
4 THE CHAIRMAN: ‘They don't move. 
MR. BATES: It has not been a problem. 
THE CHAIRMAN: They don't move. 
MR. BATES: No. it has not been a problem. 
THE CHALRMAN: on page 8, Section 1.38: 

"The Housing Acts of the 1930's therefor 
and the Act of 1944 reflected a duality of 
purposes, the stimulation of economic activity,|- 
and the improvement of housing conditions. 

The purposes were complementary, and not 

contradictory. Until the Korean crises 

in 1951 the stimulation of housing and general 

economic policies reinforced one another. 

In 1949 down-payments under the Housing Act 

were materially reduced to stimulate demand 

and to counteract the business recession 

ee being experienced. In 1951, however, 

with the rise in defence expenditures and 

the over-all stimulation of aggregate demand 

thereby entailed, the first major use of 

housing policy as an anti-inflationary 

weapon took place and down-payments were 

increased under the Act in February of 1951." 

Could you give any information as to how 
successful that policy was at that time. 

MR. BATES: This was before my time. 


MR. ADAMSON: There was a very sharp drop 
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in starts in 1951, partly as the result of the 


"| government's cutting off a one-sixth loan they had 

3 introduced fourteen months earlier; partly also as 
4 the result of the withdrawal of the private lenders 
S under the Aet in face of rising interest rates which 
6 shortly after 1950 became rather more mobile than in 
7 the earlier post-war period. 

8 MR. BATES: Looking at the figures, sir, the 
9| National Housing Act dropped from 43,000 in 1950 to 
10] 21,000 in 1951. 

il THE CHAIRMAN: Is that in your brief? 

12 MR. BATES: No, it is not in the brief. I 
13 am looking at our annual report. | 


14 THE CHAIRMAN: What is the net result of 


7 all that as to whether the policy was effective? 

16 MR. ADAMSON: It would indicate the ade 
17| was effective in that period. 

18 THE CHAIRMAN; The starts dropped after’ the 
19 down-payments were increased. | 

3 MR. ADAMSON: Yes. 

a MR. BATES: I mentioned earlier, sir, that 
22 in my time the only counter-cyclical period in whieh 
23 housing was used was 1957-1958. We don't see any 

24 sort of circumstance available to us to advise the 


25 government to do it again. 


26 THE ‘CHAIRMAN: Well, in 1960 when you increased 
27 5.6 

28 MR. BATES: We widened the market. 

29 THE CHAIRMAN: Yes, that definitely did widen 


30 the market. 
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MR. BATES: Yes, that is right. I don't think 
you can widen the market very much more when you get 
up to 95 per cent loans. 

COMMISSIONER BROWN: Until these teenagers 
start getting married, 

MR. BATES: But in terms of changing the Act 
to bring in more people. 

THE CHAIRMAN: When you get to 95 per cent, 
there isn't much further you can go. 

MR. BATES: There is not much left -- there 
is 105, Mr. Chairman. 

--- Short Recess. 

COMMISSIONER BROWN: Mr. Bates, I wonder 
if you could describe for us what the general policies 
are with regard to participation by private lenders 
in N.H.A. financing. In the last few years a number of | 
private lenders have dropped out of the N.H.A. scheme. 
You have suggested that with respect to some of these 
it was because of the interest rate situation, Were 
there any other reasons that have been adduced to you, 
or have any steps been taken to try to encourage the 
private sector to re-enter the market? 

MR. BATES: Well, sir, in ee 1954 Act the 
most significant change was the permission then given 
to the chartered banks to enter the mortgage lending 
under the insured section, and the chartered banks 
did enter in a very substantial way for several years. 
They withdrew from the market pretty largely in 1959 
and 1960, and when the rate of interest went to 62 


the banks, being limited to a 6 per cent lending rate 
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under the Bank Act, withdrew completely. Naturally, 
if they had remained in the market the whole volume 
of demand would have fallen on their shoulders. So, 
they were through, and there was practically no bank 
lending since 1960, I think. I think this year there 
have only been two bank loans made so far. So, the 

6 per cent iimit on the banks, set up by the Bank Act, 
was obviously a major factor in this situation. 

The other lenders, of course, moved in and 
out of the housing market, the mortgage market, according 
to general interest rates -- what they can get here and 
there -- and in the mortgage market they may be either 
in the N.H.A. sector or in the conventional sector, 
whichever ‘suits them better. 

So, this is a fairly volatile market in this 
sense, and it is for this reason that C.M.H.C. has 
been a residual lender standing behind the mortgage 
market to make loans if ne others were available. 

For some ecepecene Nationai Housing Act 
rate of interest remained unchanged, and the other 
approved lenders and the banks, who were still in the 
mortgage market, moved out of the N.H.A. sector into 
the conventional sector which was more profitable. Tf 
the N.H.A. rate had moved a little closer to market 
rates the proportion between N.H.A. and conventionals 
would no doubt have remained a little more stable than, 
in fact, it was. The N.H.A. sector has been more 
liable to up and down movements partly because iz was 
the rigidity that was in the N.H.A. rate. Actually; - 


the only decrease in the number of lenders has really 
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i} been in the chartered banks and, in fact, in the last 

2 two or three years we, in C.M.H.C., have taken up 

3! almost exactly what the chartered banks had been doing 
4) from 1954 to 1958 in lending. 

5 COMMISSIONER BROWN: When you did enter and 

6 become the residual lender, what was the basis for 

7 déciding the areas to which you would confine yourselves 
8 it wasn't based only the inability to get loans else- 

9 where? You confined it to certain limited borrowers? 
10 MR. BATES: Well, since 1957 we have been 

1i/ in all areas of Canada. 

12 COMMISSIONER BROWN: I am sorry, I used 

13 the word “area" not in the geographical sense. 

i¢ MR, BATES: I am sorry. We have only been a 
IS/ substantial lender since 1957. Before that our direct 
16| ending was quite small. We have been a substantial 

17 lender since then, and at one part of the time, as 

18 iI indicated earlier today, we were engaged in trying 

19 to extend the winter programme. The one area we 

20 entered at that time was twenty-five loans per builder. 
21 The next year it was fifteen -- the figures don't 

ze really matter -- but we were in builders' loans at 

23 one stage, and this had a very strong employment feature 
24| behind it, and the demand seemed adequate to take it 
25 up. By 1960 the demand did not seem adequate to take 
26 it up, and we stood then as a residual ahs not on 
27 rentals, not to builders, but only to individual home- 
28 es who could not get a loan from any approved 

B? lender. We have been in that position since: that is, 


= we will lend to a home-owner anywhere in Canada who can 
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i/ produce evidence from two lenders that he cannot get 

~ a loan from them. We will lend anywhere in the country, 
3] put in terms of your "area" we are only in the home 

4 ownership loans. 

5 COMMISSIONER BROWN: And at stages you 

6 have only been within certain limits, and so forth: 

7| why is all this? 

8 MR. BATES: In one period in the anti- 

9| inflationary drive -- I think it was 1960 -- the govern: 
10 ment informed us we could not spend any more than 

11} $150 million, and we had to enter a rationing system 
12 that year. In other words, we said, "We will not lend 
13 even to a home-owner unless he has an income less than 
14} $5,000." This was an anti-inflationary measure for 

1S|| one year. 

16 THE CHAIRMAN: When was that? 

17 MR. BATES: I think it was 1960, sir -- yes, 
18/ 1960. 

19 This year, for Grannies we will not spend 

20 very much more than that, not because of any anti- 

21 inflationary drive, not because of any austerity, 

22 but simply because the demand is not there. We will 
23 not spend very much more than the $150 million which 
24} we did in 1960. But, we had to ration loans then to 
25 get it down to that figure, and we used an income 

26| qualification. That was the only year we ever had to 
27| do that. 
28 COMMISSIONER BROWN: When the terms are 

29 changed as they have been from time to time -- the 


number of years... 
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1 . MR. .BATESs Amortization, you mean? 
2 COMMISSIONER BROWN: Yes. ... percentages, 


3] and so forth, has this had an effect on the lenders 
4 at all? They have obviously been affected by changes 
5 in interest: rates? 


MR. BATES: Yes, 


6 

“| COMMISSIONER BROWN: And by the interest 

8 rate relative to other interest rates; but havwlenders 
9 shown any changes in attitude because of changes in 


10 the other terms? 
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MR, BATES: Well, I think this would be 
true, yes. Although we can extend the loan to 30 
years, the lender may not wish to go beyond 25 in 
his amortization period, but I would think it is 
true to say that the lenders have been quite adaptable, 
shall we say, to changing circumstances. 

However, they are conservative; life 
companies are naturally a conservative group, you 
don't expect them to change overnight, but they do 
change. 

COMMISSIONER BROWN: This is despite the 
fact these are insured loans. 

ME.. BATES: Yes. 

MR, ALAMSON: I think the last change in 


amortization was in 1960; the authorized maximum went 


from 30 to 35 years, but even the 30 year maximum 
was the one which the lenders did not have to observe. Tne 
borrower didn't have any entitlement, as it were, to 


that 30 years, and characteristically didn't get it. 


Nor has he got the 35 years. it'is the 25 years 
which the borrower may have if he wants it. For the 
loan to be insured, if the borrower wants it he 


has to getit. Bat this is not trile of the 35 year 


| 

limit which the lender may not wish to offer. 
COMMISSIONER BROWN: Can you tell us what 

proportion is the maximum or what is the average? 


MR. BATES: I think we might in just 


2 


@ moment. It is above 25 but there is always 4 


change taking place. 


MR. SECORD: The borrower has an entitlement 
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to 25 years and that is in the Act as you know, ie 
and I might mention that in our direct 

lending the loan is made for 25 years or/for whatever 
additional period the borrower requires to keep his 
payments at 27 per cent of his income, so we have 

a scale from 25 years up to 35 years. MThese are on 
direct loans only. 

COMMISSIONER BROWN: While you are looking 
that up, mention has been made of this 27 per cent and 
this has been increased at various stages, as I under- 
Stand it, over the history of the Housing eee how 
was this figure arrived at? 

MR. BATES: Oh, LI think it is more or les¢ 
customary usage; pulled out of the air: 

COMMISSIONER GIBSON: Did it not start at 
eo, Or something? 

MR. BATES: Yes. 

COMMISSIONER BROWN: And then it was 25 and 
then it was 27? 

MR, BATES: Yes, I don't think it will go 
much higher. 

MR. HIGNETT: To answer your question, in 
1962,6 per cent of all N.H.A.loans made by both the 
lenders and the Corporation have had amortization 
periods for longer than 25 years. | 

MR. ADAMSON: The bulk of those are by us. 

MR. HIGNETT: Virtually all the loans made . 
by the lenders are at the 25 year minimum. 


MR. ADAMSON: They have been adaptable where 
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1 they don't have to adapt. 

2 COMMISSIONER BROWN: You mentioned a moment 
3 ago that the number of lenders that are active has 

4 not changed materially; can you tell us how many 

5 there are? 

6 MR. BATES: I think in a moment we can. 

7 There are some approved lenders who don't make any 

8 loans. 

9 COMMISSIONER BROWN: I want two figures, 

10 one, the number of approved lenders, and the other 

11 is the number of active approved lenders. 

12 shat is all I have on this, Mr. Chairman, 

is MR. SECORD: There are 65 lenders who have 
14 made loans, and this year there have been 12 lenders -- 
1s 12 of the 65 -- who have not made loans this year. 

16 COMMISSIONER BROWN: ‘Thank you very much. 

17 COMMISSIONER LEMAN: Mr. Bates, I would 

18 like to go back for one moment to a point you made 

19! sbout the possibilities in the housing field in 

20 relation to counter-cyclical action by the government, 
~ and I gather that you tell us that as of now and for 

22 the foreseeable future there probably wouldn't be a 

23 sufficient elasticity of demand for housing to use this 
24 as a weapon for activating the economy much. Now, how 
25 about in a different sort of circumstances, would it 

26 run too much against the objectives of the N.H.A. Act 
27 to use it as a'’restraint instrument in times of --- 

28] MR. BATES: This wasn't done in 1960 when 

29 the government instructed us to cut back our lending 


: very substantially and when we had to ration our loans 
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according to income. This was an anti-inflationary 
measure. Beyond that I don't think the government 
could go, and what the approved lenders did was their 
business, but we had been lending at meee of $350 
million and we were cut back to $150 million eee 
is a very substantial cut back -- in 1960. 

THE CHAIRMAN: That was in the early part 
of the ean 

MR, BATES: Yes, that is right, Mr. Porter. 

THE CHAIRMAN: And it was the end of the 
eRe BaicSeubes I think, when you raised the 90 per 
cent to 95. 

MR. BATES: That is right. 

COMMISSIONER LEMAN: That was done by cutting 
down the number of approved loans. What do you think 
would be the effect of freeing the rate instead of 
using it in the way it was used then? 

MR. BATES: Freeing the interest rate? 

COMMISSIONER LEMAN: Yes. 

MR. BATES: You mean, just letting it 
float, just letting the rate float to wherever it 
would go? 

COMMISSIONER LEMAN: Yes. In other words, 
getting away from this spread of the N.H.A. nate, 
et cetera; leaving it to the market. 

MR. BATES: Well, it might simply float 
with the conventional rates. 

COMMISSIONER LEMAN: That is one thing 
which I wanted to ask you about. Have you observed 


that the conventional mortgage rates have tended to 
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set themseJves into a rather fixed relationship to 
the N.H.A. rate? 

MR. BATES: Not necessarily, although a 
boank: 16 1s. true that many approved lenders think 
of some sort of margin as being right and proper, 
but the relationship between the two rates has 
varied quite substantially; they haven't kept in 
parallel with the one per cent margin, or something 
of this kind. It hasn't been a fixed margin of 
difference between the two sets. 

COMMISSIONER LEMAN: No, it may not be 
absolutely rigid, but has it tended to act that way 
in the past? 

Mia ADAMSON’ “L dom' t think 20 fag. saan 
think from the. period from 1957 to 1960 -- roughly 
that whole three year period in which interest rates 
generally were rising -- our rate was held at 6 per 
cent and the conventional rates during parts of that 
period were well over 7 and up to 7% at times. 

Now, the conventional rates am the N.H.A. 
rate, particularly in the more recent past, have been 
quite close together; there has been conventional 
money available at 7 per cent for much of the past 
year, and even in special cases I think at 6 3/4 per 
cent, and this is at a time when our rate has been 
at 64 per cent and our rate, you must remember, has 
the additional feature of a 2 per cent mortgage 
insurance fee which would represent the equivalent, 
possibly, of one-quarter per cent on interest rates, 


so there has not been a tendency, I would say, for the 
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N.H.A. rate and conventional mortgage interest rates 
to conform to a fixed pattern, 

COMMISSIONER MACKINTOSH: The fact that the 
lending institutions move in and out of a and 
conventional mortgages is evidence that the rates 
do not? 

Bis “BATES: Yes. 

COMMISSIONER GIBSON: Plus the lending 
by the approved lenders, and this chart which appears 
on page 36 is a very good indication that there is 
a close relationship between the amount on loan by 
cre approved lenders and the spread between what you 
might call private mortgage interest rates and the 
N.H.A. rates, not just conventional mortgage rates. 

MR. ADAMSON: Yes, it is not a very mysterious 
relationship. 

COMMISSIONER GIBSON: Mr. Leman asked you 
what the effect of freeing the rate would be; surely 
this chart suggests it would tend to stabilize or 
level out N.H.A. loans to a greater degree than in 
the past, wouldn't it? 

MR. BATES: But at higher. levels’ of.:interest. 

COMMISSIONER GIBSON: But on the average? 

MR. BATES: On the average, yes. 

In other words, one of the purposes of the N.H.A. 
would be defeated. | | 

COMMISSIONER GIBSON: But there would still 
be the insurance feature? 

MR. BATES: Yes. 


COMMISSIONER GIBSON: Which would have a value? 
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MR. BATES: Yes. 
COMMISSIONER GIBSON: Why would the interest 
rate be higher on the average; I don't follow that? 

MR.; BATES: Well, the fact it has always 
been regulated and that people have been moving in 
and out indicates that the regulation has from time 
to time restricted it. 

COMMISSIONER GIBSON: Sometimes they don't 
want the money on those terms? 

MR. BATES: Yes. 

COMMISSIONER BROWN: For example, the last 
time you came down from 6 3/4 to 6%, which was in 
November of 1961, and at the time that you were still 
at 6 3/4 and before you came down to 63, were there 
loans being made at less than 6 3/4 at all? 

MR. BATES: Not that we know of. 

COMMISSIONER BROWN: They were all at the 
maximum? 

MR. BATES: Yes. There was only one that 
we know of when the rates were made below the maximum; 
one brave banker did it. 

COMMISSIONER LEMAN: You have explained to 
us that the business of residential construction must 
have an influence on economic activity because of the 
use of Canadian materials, labour, et cetera, and it 
is nearly 100 per cent Canadian activity, economically 
speaking. Since Pee have kept the interest rates, 

I wouldn't say inflexible, but Pope inflexibie, scouid 


it be that the government felt that as a counter-cyclical 
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measure it could keep better control with an inflexible 

rate for the purposes of using housing as a counter- 

cyclical weapon rather than letting the interest rate 

flow? 

MR. BATES: I.don't think that was..a 

consideration, a major consideration, Mr. Leman. 

I think you have to recognize that when it was first 

contemplated to raise the National Housing Act rate 

above 6 per a that this was a major political 

decision that had to be made to break through that. 

The rate had always been much lower and to break through 

this 6 per cent was 4 difficult political decision 

ano vo (20 any Higher was..also a @difficult political 

decision. This was as important as anything else 

in the considerations at the time, and actually the 

rate lagged in the market because of political problems, 

rather than anything else. I suppose the same would 

happen if we had to contemplate breaking through the 

7 per cent ceiling. 

COMMISSIONER LEMAN: Mr. Bates, we might come 

back to the subject which the chairman was opening up 

earlier in the discussion, which was the question 

of extending N.H.A. loans to existing houses. You 

explained to us in paragraphs 4.1 to 4.6 that the 

financing on the existing houses would not call for 

all new money because a lot of the properties were 

already encumbered, ‘but nevertheless in 4.6 you make 

the statement that perhaps 50 per cent of the flow 

of funds into residential mortgages is for new houses, 


and the one which you can look at seems to be 38 per 
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cent, but because of this refunding back you say it is 
probably 50 per cent. 

Now, what do you believe would be the effect 
of extending the N.H.A. in terms of existing housing 
from the point of view of affecting the availability 
of funds for new housing? Do you agree that it would make 
&@ considerable. dent in the amount of funds available 
for new housing? 

Mi, cate. Well Dy think Ut cone suphly 
of funds were to remain fixed it would make a tremendous 
dent for some time, a tremendous dent; for three years 
or five years, I don't know, but a tremendous dent. 

COMMISSIONER LEMAN: Would you say that 
the reason why it would make such a tremendous dent 
is “because the N.H.A. rate is an administered rate 
and it wight not be so if it was’ a free rate. 

Mie? BATES :* I-dor't* think the rave is 
so important as the fact that at present under the 
N.H.A. there is a substantial flow of funds into 
new housing. Now, if you made a National Housing 
Act to cover existing housing, part of that flow would 
inevitably go into existing housing because it is not 
nearly so fluid a market, especially if you consider 
giving 95 per cent loans and the same sort of terms 
as you give on new housing. This would increase 
tremendously the mobility of movement in the older 
housing market; many people would sell out and buy 
automobiles and go to Florida, and I don't know what 


else, who find it difficult to move today,-so the 


J 


demand on government funds would certainly increase 
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1 tremendously, I am sure, 

2 COMMISSIONER LEMAN: It would result in 
3 stimulating the durable consumer goods market, perhaps? 
4 MR. BATES: We might just go to ioaraat 
5 I don't know. 

COMMISSIONER LEMAN: One thing which I would 
like to ask you to make 4 gmess on is this; you have 
explained to us also that the sources of funds for 
conventional mortgages are quite different from the 
sources of funds for new housing because of the N.H.A. 
Wet. In other words, conventional mortgages come 
from a lot of people who don't even qualify as approved 
Lenders, under the N.H.A. Act individually. so 26> 12% 
your thought that opening N.H.A., to existing housing 
would produce a tremendous shift in the source of 
funds for the various types of housing? 

MR. BATES: I don't know.what. sort of shift 
it would mean, but I am quite convinced it would 
mean a very substantial increase in the demand 
for funds from the government because --- 

COMMISSIONER LEMAN: What I have in mind 
is this: individuals provide. a lot of the conventional 
mortgage funds? 

MaxwPATESs . Yes 4 

COMMISSIONER LEMAN: In the market --- 

MR. BATES: They might be rere: 60 per 
cent, but if you are talking of changing the Act to 
provide 95 per cent, then I don't know whether any 


individual is actually going to have enough funds 


to fool around with, so to speak. 
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COMMISSIONER LEMAN: So the individuals 
would get out ét the market, then? 

Mn Pate? L don't know 1f they would 
get out, but if they paid in they would be taking 
90 and 95 per cent loans instead of 60 per cent loans, 
and there wouldn't be as much money to gO around as 
there is. today, and there would almost inevitably for 
a period of years be an increased demand on the govern- 
ment to act as a residual lender in that market. 

COMMISSIONER LEMAN: Do you visualize 
that an individual who makes one or two mortgage 
loans,Say,a year would ever become an approved lender 
under the Act? 

MR. BATES: I don't know. 

COMMISSIONER LEMAN: Therefore these 
individuals probably couldn't and wouldn't compete? 

MR. BATHS: They might not, no. 

COMMISSIONER LEMAN: That is what I mean 
by would you visualize a tremendous shift in really 
pulling the individuals out of the market, is that 
your point? 

MR. BATES: Well, I think if the N.H.A. 
applied to the existing housing and borrowers would 
seek the maximum loans; if they could get them from 
individuals, all right, par if they couldn't they would 


expect to get them from us. 
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COMMISSIONER LEMAN: Some other people have 
come before the Commission and have suggested that the 
N.H.A. terms should be extended to existing housing 
and they made the arguments about it. But they always 
talked about extending them on exactly the same terms 
as for new housing, although they admitted that the 
appraisal system could act as a sort of regulator 
for this activity. Is there room here for perhaps 
a middle course? Is it necessary to think of it as 
extended ion the same terms? 

MR. BATES: This would teat deuteron for the 
government to make, but you are quite right, it could 
be on quite different terms. Normally most of the 
people who speak about the extension to existing 
housing speak in terms of the same sort of legislation 
as applies to new housing, and inevitably that is where 
you would get it. You might start off with 80 per cent 
loans but you would probably get 90 and 95 per cent 
before too long had passed. I mean, there is the 
political pressure. The Housing Act is a constant 
extension of something. It keeps being amended year 
in and year out. I am quite sure, Mr. Leman, if it 
started off with an 80 per cent loan it would soon get 
up to 85 per cent and eventually it would get up to 
the other level. 

COMMISSIONER LEMAN: You see what I am driving |. 
at. What I am wondering about is whether the positions 
taken are so definite that people keep saying if they 
are extended they should be extended on exactly the 


same terms, and that may be the reason why the positions 
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are so firm, you see, on either Side. 

COMMISSIONER MACKINTOSH: If I could interject 
here, is it not true that it would have to be varied? 
You go along and say, "On any new house conforming a 
N.R.C. standards we will approve a loan of 2> years 
at least." You cannot do that with existing housing. 

MR. BATES: No, this would reflect itself 
in our appraisals and our lending values on old houses, 
This is what would happen. 

COMMISSIONER MACKINTOSH: It would have to 
reflect itself also on the terms of lending? 

MR. BATES: Yes. 

THE CHAIRMAN: Have you any knowledge of 
any great need for extending any loans to existing 
housing? Are you familiar enough with the housing 
market ae be able to give us any idea as to how 
urgent the problem might be? 

MR. BATES: Well, as an organization, sir, 
we have to keep sete Rey in preparedness in case we 
— to launch into that at some date, and therefore 
we try to keep a watch in every major city on what 
the market is in used housing, its nature, and so on. 
We are well aware of the fact that the National Housing 
Act, by confining itself to new housing, twists the 
market, if you like, in a way that induces young 
people with $500 to go into a new house rather than 
an old house. We are well aware of this. We are well 
aware of the fact that the volume of mortgage lending 
by the conventional lenders in the used housing market 


creates problems in secondary mortgages. We keep our 
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eye on this. There is nothing we can do about it 

but we keep our eye on it. We know that if we were 

in the used housing market the problem of secondary 
mortgages could be much diminished for many people, 

but beyond this we do not go except we just keep watching 

THE CHAIRMAN: Is there any indication that 
there is a lack of a market, that there are areas in 
the country where it is almost impossible to sell a 
house, or is the market fairly active? There are 
people who want to sell houses and there are people 
prepared to buy them and they will agree on a price. 

MR. BATES: There is a very active market. 

THE CHAIRMAN: There is? 

MR, BATES: Of this there is no question, but 
it might be more active. 

THE CHAIRMAN: I am just wondering whether 
there 1S a real probiem there or not? 

MR. BATES: We do not think there is a real 
problem. It would be easier for many people if N.H.A. 
was in the used housing business, but we do not think 
it is a national problem. 

COMMISSIONER MACKINTOSH: Without implying 
any final judgment would you agree that the case for 
extending insurance to existing mortgages is stronger 
as you get into a buyer's market than it was when you 
had an acute housing shortage, and the emphasis could 
well be on new housing rather than existing housing? 


Do you think the scales are tipped a little as you get 


into a buyer's market? 


MR, BATES: Yes, I think the scales have tipped 


| 


~ Md rly , - 
fale sada ty 

ae a 
sit sl 20 ,sauon 
re 


4 
+ 


¢ wy Suan of@ eigosag’ 

: - _ 

, an ; 
. ia. oF enagqena o 

; e L i 
ak i 
com ec Sayre ee 
j a) ; = as 
Lee iw % 

4k : m6 sd ofwow.3l- ,eeidemre 
| ce 
; “ 

mad tou of Sure gaiten.d 2ateyos feay of? BE eee 
- 

g Lésalinn & Sides 
7 > : re , are 

oT *™ a ~ etnde a » hie ~ ie pal 1 > 7 

: #6 Ot tad! sers ~ Dbivow ¢romeéiel, ‘Leal wae 
eS LMCRIE VOSESITOU BiiTeins «) Ssoeswvant Sekine 
Wey Asta LAS Cais cosets 2'taend & Cet gam Box — 


Poni tor anti aioe 
$og tet pe eLer its 


i» 


- 


on 


7S eae) os 


bis ,s2Gtteds wiitehd odeap mek 


> 
et 
fe | 
ay 
bo 


MOmAas ee Sis  Fomias peut 


ray 
ve a 
&, * 
j(Seval wan no oF Tree, 
' 7 : - 
iiss oth wlese ome aeeie poy od: 
: hn 

A : — 

Powis 8 Tey 8 OnE 


yee Oe a 


Nethercut &é Young - 6085 = 


Terente, Ontario 


1 a little. You have aiso to consider the other side, 
2 what this would mean in terms of government expenditure. 
S COMMESSIONER MACKINTOSH: I do not mean they 


are tipped enough, necessarily, 


5 MR. BATES: No. 
6 COMMISSIONER MACKINTOSH: The more you get 


7 into that the more consideration might be given to it. 
8 COMMISSIONER GIBSON: It also affects the 
9 filtering-down process you were talking about. If 
10 you give support to the market for this housing then 
ii the accommodation might not be as cheap as it would 
12 otherwise have been for people on the Lower-income 
13 Scale, IS that a reasonable statement? 
14 MR. BATES: Yes, I think it ifeuia waaee 
15 the price.on new housing; of course it would. 
16 COMMISSIONER BROWN: Has that been the 
17! experience with the F.H.A.? 
18 MR. BATES: Well, they were always in it. 
19 They were in it right from the beginning. 
COMMISSIONER BROWN: Let us put it this way. 
Do the relative prices of used housing to new housing 
in the United States differ from the relative prices 
of used housing to new housing in Canada? 
MR. BATES: I cannot answer that question. 
COMMISSIONER BROWN: Perhaps Mr. Adamson 
can answer it. | 
MR. ADAMSON: I am sorry. 
MR. BATES: I do not know what the price 


¢ % ta oS > > 4 
of used housing is in Canada, or the price of new 


housing. You are talking about a mass of things, are 
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1} you not? The question cannot really be answered, 
2) It is too diverse a population you are speaking of. 
3 MR. ADAMSON: I think there are very strong 
4) a priori reascns for thinking that it would put an 
S| upward pressure on existing real estate. prices. But the 
mortgage 
6] /money supplies are completely inelastic it is GZESeCuLy 
7| to see how it could have any major over-all effect 
8] other than it would put our present N.H.A. lenders 
9] ina position where they could choose wherever they 
10/ would make their loans. There is no reason. to think it 
11! would increase their Supply of money under the Act 
i2/ unless it were contemplated to change the N.H.A. interest 
i3| rate, 
i4] COMMISSIONER BROWN: We have been told that 
iS} one objective has been to create a better distribution 
16] of existing houses. Would this mean a more economic 
17] useful use of existing housing? 
18 MR. ADAMSON: I do not know if it would be 
19|| more economic, but I think without question it would 
20| mean a different distribution of existing units. The 
21|/ very existence of down-payment requirements puts 
22| asset holders in a position of advantage in seeking 
23 dwelling space, and they are in a position of particular 
24 advantage in a used housing market because the cash 
25 requirements there are so much greater, relatively speaking. 
They would lose this 
26 dvantage if you remove this asymmetry from the market. 
27 What this means is that the present twist puts people 


28 with assets in a position where they get cheaper accom- 


modation than they otherwise would. 
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1 COMMISSIONER GIBSON 


oo 


Probably the price 

2] would be raised to some extent. 

3 MR. ADAMSON: Yes, it would raise the cash 
4 price. Again the subjective price to the tenant would 
5 presumably be lower. He might prefer to buy a 

6] $13,000 house with a down-payment of $500 than a 

7| $12,000 house with a down-payment of $2,000. To him, 
8 when everything is looked at, it is a cheaper price. 
9 The capital price really does not mean anything in 

10] abstracto. You have to look at the terms: "I have 
11 to pay so eich cash out of my jeans, and I get so 

12 much from this person" and so on. The capital price 
13} might be $12,000 in one case and $15,000 in another. 
14 This is not the thing. The capital price does not 

15 have a consistent meaning between buyers in different 
16|)| positions. 

17 COMMISSIONER BROWN: Have you any opinion 
18] about the sociological position of existing housing, 


19| whether this would be improved? 


20 MR, ADAMSON: I do not understand. 
21 COMMISSIONER BROWN: Well, from the point 


of view of retired people living in houses that 
are larger than they really need, whereas other people with 
families are occupying accommodation that is not 
suitable to them -- would this help to get this 
accommodation redistributed? | 

MR. ADAMSON: In the sense that generally 
I think it would increase mobility. 

COMMISSIONER BROWN: In other words, would 


it further the objective of more equitable distribution 
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i| of existing housing? 
2 MR. ADAMSON: Yes. I think it would in part 


3 deprive asset holders of an advantage they now have. 
Asset holders always have an advantage by virtue 

of having eee but they have a special one in this 
case. I do not know whether sociologically that 
would be a good or bad thing, for I do not know enough 
about the sociological structure of people who are 
long on assets or short on assets. 

COMMISSIONER GIBSON: I would like to ask 
one or two questions about the housing policy in its 
relation to the general economic policy. In the 
material that you present here,and in your comments, 
you have left me with the impression that the government-— 
set N.H.A. interest rate is a very potent weapon in 
effecting the supply of mortgage funds. It looks as 


though it’had been to some extent used anti-cyclically 


in the past. Certainly the spread between the N.H.A. 
rate and corporate bond yields was at a low in the 
boom of 1959 and at a low in the boom of 1956-57. 
Did this just happen or is this conscious economic 
policy? You said yourself it is difficult to change 
sweats and at times men other interest rates are 
rising if you do not change you get this result. 
Do you regard this as a proper ins trument of economic 
policy or is it something that just occurs? 

MR. BATES: I think it would be very difficult 


to say that it was a conscious instrument of policy. 


It may be that all that was considered as part of the 


over-all policy. 
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1 COMMISSIONER GIBSON: It has shown itself 
2 to be very effective as an anti-inflationary measure, 
3 if you like, because it does cut off the supply of 
4, money in this area and, indeed, apparently the supply 
5 of all mortgage money to a degree because better yields 
6 on corporate bonds, and so on, divert money out of 
r the mortgage market. 
MR. BATES: But I think you have always 
got to remember that the conventional rate can move 
irrespective --- 
COMMISSIONER GIBSON: And does. 
MR. BATES: --- and does move irrespective 
of the N.H.A. rate, so approved lenders may switch 
from N.H.A. 2 EP and their judgment there 
Will be related to corporate yields and other factors. 
Therefore, the potency of this rate is not very great. 
It did not determine the conventional rate. 
COMMISSIONER GIBSON: No. But you see what 
I am getting at. If the rate is used in this way it 
4s a factor that can be used in an anti-cyclical, way fro 
a business and economic policy point of view, but this 
means it is a factor of instability so far as housing 
is concerned. It emphasizes the ups and downs and it 
seems to me that it suggests a certain conflict between 
the objectives of what you might call the housing 
policy and the objectives of the economic policy. 
Is this a real problem? 
MR. BATES: Not a major one. It is inherent. 
COMMISSIONER GIBSON: Let me put it another 
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way. Is the high degree of instability in the ee ae 
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of housing, let us say, and in the Supply of mortgage 
funds, a factor in increasing the cost of housing? 

MR. BATES: Yes, I would think if the gonetad 
industry had a perfectly stable market to which they 
could adjust themselves, no doubt you would have larger 
firms emerging, large-scale operations, and constantcy 
in operations. Many things could happen that could 
ultimately affect the cost of housing, The housing 
industry is a very small-scale industry to begin with. 
People move in and move out. There are not many 
large builders, and it has always been so. It has 
been this way in England and in the United States, 

The costs are dependent to some extent on the amount 

of productivity that emerges from that sort of industry. 
Complete stability would no doubt produce larger-scale 
Operators and probably smaller-scale unit costs. I 

do not know how you can get this in this industry. 

COMMISSIONER GIBSON: How about other changes 
in the terms? You have ate6 it pretty clear here that 
at times changes in the period of the payment and in 
the amount of the loan in relation to appraised value 
have been very important in stimulating the demand 
for housing and, in 1951 and 1952, in reducing the 
demand for housing. Do you see these instruments 
or changes in these terms as significant elements, 

- again in terms of national economic palias in the 
future? You have made it clear that you think the 
ee have been pretty well made up and that we have 


gone as far as we can in the amount of loans in relation 


to the appraised value. 
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MR. BATES: Yes, you cannot be much more libera 
in these terms than you are now. 

COMMISSIONER GIBSON: Could they be tightened 
up? 

yR. BATES: They could be tightened up if 
the occasion required it, just the Same as we involved 
ourselves in rationing in 1960. 

COMMISSIONER GIBSON: But the controi that 
was exercised in 1960 was that the government decided 


to make less money available to C.M.H.C., is that not 


correct? 


COMMISSIONER GIBSON: And we have not used 
these other instruments for quite a little while in 
that way? | 

MR. BATES: This is so but they could be used. 

COMMISSIONER GIBSON: Does this make sense? 

MR.. BATES: Yes. | 

COMMISSIONER GIBSON: And you do not see any 
very major problem here in a conflict between Ronrteys 
policy and economic policy? 

MR. BATES: Except I do not think you can 
be much more liberal in housing policy than you are now 
when you get up to 95 per cent loans. 

COMMISSIONER GIBSON: As the person responsible 
for housing policy do you object to seeing the housing 
policy used as an anti-cyclical measure? 

MR. BATES: Yes. 

COMMISSIONER GIBSON: You do? 


MR. BATES: 


yes, I want to see an adequate volume 
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i of housing coming forward each ¥epa". 


2 COMMISSIONER GIBSON: And you would rather 

3 not:-see this used for general economic policy to .a major 
degree? 

4 MR. BATES: Not to the point of sacrificing 


5 the shelter needs of the Canadian people. 
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COMMISSIONER GIBSON: Is this one of the 
arguments in favour of the fixed rate, of a rate that 
is changed very seldom, that it automatically produces 
a certain anti-cyclical behaviour in Eee aoe of 
N.H.A. funds? [P4018 Mov changed. ieee 
and interest rates are rising in a boom, this rate 
becomes Mele tively low 
and funds are more difficult to obtain; and vice versa; 
when interest rates are going down, ‘this: interest | 
rate’: gets relatively high? 

MR. BATES: That is what is happening, yes. 

COMMISSIONER GIBSON: Is this a good thing; 
that is what I am getting at? | 

MR. BATES: Is this a good thing, sir? 

COMMISSIONER GIBSON: Is this a strong 
argument in favour of a relatively fixed rate? 

MR. BATES: It is an argument in favour 
of a relatively Poxed rates yeas 

COMMISSIONER GIBSON: Do you think it is 
an important argument? 

MR. BATES: No, but it is an argument. 

COMMISSIONER GIBSON: In other words, you 
Woula DuLwnousing policy first a3 yo eee, eas 
in your thinking, to get a reasonably good supply 
of housing? 

MR. BATES: This is my job. 

MR. ADAMSON: Not just a fixed rate, but 
also a low rate, because the capacity to control 
demand on mortgage loans in this field depends on 


the N.H.A. terms being a bargain, which is not 
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: always available. ihe more of a bargain it? ia, the 

2 more excess demand you have that you can release when 
3 you want to release it. J 

4 COMMISSIONER GIBSON: But if a market is 

5 going up, your rate then becomes low and there is 

6 very little interest from the standpoint of attracting 
f mortgage funds? 

|) MR, ADAMSON: Yes; but today conventional 

9 rates and N.H.A. rates are reasonably close togétheriso 
10 bnat the N.H.A. does: not constitute as much of a 

it bargain . We clearly do not have the .exctess 

12 demand to make N.H.A. money available to any mortgagor 
a who wants to borrow it, as we would if the NN. Woke 
it rate were lower. This was a decisive point in the 

15 market in 1957. We had a much greater demand than 

~ mentiave tecay., 1 think this 1s tne point. 7 ine 

a possibility of doing this is not as great as it 

18 was throughout most of the fifties. 

COMMISSIONER GIBSON: And if you want to 

ig make the rate a factor in the demand, from the stand- 
* point. of the person buying the house, this means 

22 that the government has to put up the money as the 
private suppliers leave the market, and if the 

= government cannot put up the money, the low rate 

a restricts housing activity? 

- mR. BATES: This Is so, sir. 

4 COMMISSIONER GIBSON: I was thinking rather 
aS the other way, of a low rate restricting housing 


activity in booms, and because a fixed rate would tend 


relatively 


to be / high in a recession, encouraging housing 
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activity in a recession. 

MR. ADAMSON: This was basically the 
rough pattern during the fifties. This tended to 
happen. Although the anti-cyclical behaviour of 

has been 
housing in total / Something less than perfect, 
there has been some tendency for starts to start 
rising rapidly when general money interest rates 
were declining. 

COMMISSIONER LEMAN: Is Mr. Gibson through 
on that point? 

COMMISSIONER GIBSON: On that particular 
BOI RG anyes 5 

COMMISSIONER LEMAN: I wanted to go into 
another area, Mr. Chairman. 

THE CHAIRMAN: All right. 

COMMISSIONER LEMAN: We have heard from 
other people who-.came before the Commission, and 
although I admit that at the time they were making 
these points about the various provincial laws 
regarding foreclosure procedures, et cetera, they 
were then talking mostly in the area of creating 
a secondary market for mortgages, but just as a 
preliminary to talking about secondary markets, could 
you tell us if C.M.H.C. has encountered difficulties 
related to these legal differences in Boa cenence for 
the administration of mortgages, ineluding foreclosure. 

MR. WILSON: It is a difficult thing to 
decide in itself, because it depends on degree. We 
certainly find that we have more administrative troubles 


in the province of Alberta than we do in Ontario, because 


7 


3 eee er serdiny sit aoleh 


rhe ae sot wousnned shee need asd & 
es2et $esisr yaten Iter: codw: ylbieet 3e 3 
e . | | bie 
gavin uci s. sib aes Sa et *HANSLE Pak DeeL99 7 


“ 


a , ae Pa 4 ryrise oe a a “3 = 
HE asks it fet’ cG.  -A0CGLD ASAOLeeeaee 


gdje? on-ac “esGewl =AACLE We Otero, 


ser tent. isd , £876 1S8I0QG, 
So 


rT? 
Pa) 
‘ 
i] 
¥ 
" 
t 
4 
rr 
© 
—- 
1@ 
mm 
— 
© 
e 
x 
3, 
) 


u = = - 
FEHR eh. YSNS $23, 30. S seas Stabe I /mguodste p 
~ ay 


ae 


. us 
ucde axnle@ asad | 
Wats, .2tosy <5!) .25cvbs sore @yegofosty7 anthony 
tson wmatiied pass ovsy 

iN 
: S.68 gepy 2ut) ecpegtiom: tt Taian yrengongs . 
biycd Sverre, yrtorvogss Mhods. sti {s7 69 ¢reniot [oxg’ 
a ie 
Sets Oi... t 2B, Sagetcuoess cad, 5. tho Shoe fied wo! 
a 7 Ae 
"he 4 5 ; 7 
~ S6o Baar aseg ml csorsrst si, \seet. seed ef bazsle 
}» -PSHEDIeEsO. Bo'hiiscl cuysasnom 2p lyeweLinds Sas 
> Of Bel? rigedttéh ; a2 ‘40@0TW ae 
: i " Ar ; 
| ‘ a S-S009c eS’ 71.5 Of a c 
OW WAmg4S no. gbnsceh Fb. gavosdd (Heer mia 
7 
tpiguen: eudiges sie: srdcay rat Bad bah: : 


sed, cer al 3b att Bisa nyongee a 


Nethercut & Young - 6096 - 


Trento, Ontario 
1 much more legislative protection to the borrower is 
2 given in Alberta than is given in Ontario. This 


may account for the rather unusually high proportion 
of N.H.A. direct lending in Alberta. It may be 

that other people do not like Alberta because of this. 
We certainly find in our experience that we have more 
airriculty there. 

We have a bit more trouble in Quebec, not 
because of the legislative difficulty but because 
of what you might call the inertia of their. court 
proceedings and the additional time it takes to 
go through the procedure, eaithough the relative laws 
are roughly comparable as between Quebec and Ontario. 

Apart from these two provinces there does 
not seem to be any variable degree of difficulty 
in terms of foreclosure procedures. 

COMMISSIONER LEMAN: Has this meant any 
particular regulations under the Act which you have 
had to put in? 

MR. WILSON: Except for the prohibition 
of farm loans in Saskatchewan, which were subject to 
an absolute nourestina at the time, I do not think 
there has ever been anything like a prohibition or 
a restriction on willingness to lend anywhere in 
Canada under the National Housing Act. 

COMMISSIONER LEMAN: What I am driving at 
is this. Does it influence the adequacy of the insurance 

MR, WILSON: No, because the insurance is 


payable only after foreclosure. It depends whether 
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you are looking at adequacy from our point of view or 
from the point of view of the lender. 

COMMISSIONER LEMAN: From the, point of view 
of the lender. 

MR. WILSON: From the point of view of 
the lender, colt might. The insurance provides a 
lender, for practical purposes, with insurance for 
a period of about eighteen months after default 
before he suffers what you might call a decline in 
effective return. So if a foreclosure can be 
accomplished within eighteen months, on an average, 
the insurance is 100 per cent insurance. 

I doubt that a lender could demonstrate 
that, on averages, even in Alberta or Quebec, this 
does not constitute 100 per cent insurance at the 
present time. 

COMMISSIONER MacKEEN: Mr. Wilson, do 
you have the personal covenant of the borrower 
in Alberta? 

MR. WILSON: In terms of our direct 
loans? 

COMMISSIONER MacKEEN: On direct loans. 

MR. WILSON: We have a covenant of the 
borrower on any loan, but to the extent that you 
may have to choose between ithe covenant of the 
borrower and the value of the property, we have always 
chosen the value of the property, to date. 

COMMISSIONER MacKEEN: Conventional loans 


are not covered in Alberta by the personal covenant, 


are they? 
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MR. WILSON: I do not know. N.H.A. loans 
are. covered to the extent that you seek to 
go to the property for your security, So that I would 
say, in.that sense, neither conventional or N.H.A. 
have that protection. 

COMMISSIONER LEMAN: All N.H.A. housing 
loans are made on what is commonly called the blended 
payment system, are they? 

MR. WILSON: This is a mortgage administration 
procedural distinction. Most of the lenders do their 
accounting on what is called the blended system. There 
are a few lenders, and we ourselves as lenders, who 
use the flat rate payment system. There are some 
of the approved lenders who use the same system. = 
Te yow talk in terms of blended payments of principal and 
anverest, avssof Whevare ton thats basis z 

COMMISSIONER LEMAN: In case of a need for 
a moratorium fairly early in the curve, a moratorium 
on the principal, there would be not much change 
in the monthly payments that have to be made? 

MR. WILSON: This would depend on when 
in the amortization table -- 

COMMISSIONER LEMAN: I say, early in the 
curve. 

MR, WILSON: Early, they would be comparativel 
small. 

COMMISSIONER LEMAN: So you regard as invalid 
any claim by lenders that there is some defect in the 
adequacy of the insurance’ from their point of view? 


MR. WILSON: If their point is that it is 
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not insurance against moratorium fegiauat tod! their 
contention would not be tava dg ten tedaewl dave 
insurance is not insurance against provincial 
moratorium legislation. I do not know whether any 
government could attempt to take issue with other 
governmental action. Certainly if any province passed 
absolute moratorium legislation, lenders would be 
caught with that. 

COMMISSIONER MACKINTOSH: I ene like to 
direct some attention to what you have to say about 
the secondary market. You indicate in the quotation, 
I think, from your annual report that there has been 
slow but sure progress in this over the last eight 
or ten years, and that the major steps in it have 
come aS a4 result of your auctions. 

Would you tell me, just so I can get a ' 
more realistic view of it; on what basis institutions | 
bid and what actually is the auction procedure? 

MR. BATES: The auctions began last year 
and we have no great experience yet. The procedure 
is to send out lists of mortgages in different parts 
of the country, giving the StreetS -- not the names 
of the people; we Félt we could not go quite so far 
as that, but giving the streets with the particular 
blocks of mortgages that weteer together. 

These are put be cbtner on a baste that 
allows a bidder Gotberes? from Nova Scotia, Guelph 
or western Ontario, or somewhere else. These lists 
are sent to all the approved lenders and the invest- | 


ment dealers in Canada. They are asked to bid on aa 
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COMMISSIONER MACKINTOSH: May I interject 
there? As I Haaeestand it, if they buy, they buy’a 
-package? 

MWipgebATEo: Yes, sir, 

COMMISSIONER MACKINTOSH: Do you make. the 
package, or do they make the package? 

MR. BATES: We make the package, and we 
offer these difrepent packages for their consideration. 
In the package there is a quarter of a million, up to 
half a million packages. Maybe in the future we will 
have to cut them down a little ons. Maybe we will 
make them bigger, wider than they are; but our process 
here has been really to test the market and see what 
sort of eee would come forward. 

We have had five auctions, including the 
last one. The last one: was @ flummox; it came out 
the day the government announced some problem of 
austerity. So we ae had four auctions. Whether 
or not the auction technique is the vest, we have 
still to ee and consideration is being given at 
the moment to listing offers at posted prices so that 

an investment dealer may be able to come along and say, 
"We will buy $1 million at that price and we will go 
out and sell bonds on the market for $5 million. 
Hold this for me for the next three months". Under 
the auction technique this is difficult for that type 
of firm, because they do not know whether they are 


going to win the bid or not. So at present the 


subject is being considered by a committee of three, 


the Deputy Minister of Finance, the Governor of the 
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Terento, Ontario 
Bank and myself, who are responsible to the Minister of 
Finance and the Minister of Public Works for advising 
them on the development, the attempted development 
of this market. The committee is considering this 
question of posting bids as well as the method of 
auction. 

COMMISS IONER’ MACKINTOSH: Phat isi to sau 


N 


they can bid at any time? 

MR. BATES: Yes, we would stand ready, 
say for a month, to offer up to any amount St 6 3/4 
or 63 at such and such a price, 

COMMISSIONER MACKINTOSH: An elementary 


question. What is the form of their bid? You say 


“you offer this parcel of mortgages for a certain 


principal sum, 

MR. BATES: Each time so far that we have 
offered parcels, they were all at the same rates; 
that is, they were either 6 per cent mortgages or: 
they were 6 3/4, so the bids would simply come in 
at 101 or 101.5; or in the case of 6's they would 
come in at somewhere in the 90's, 

MR, ADAMSON: Bids specific to each parcel. 

MR. BATES: Yes. And these bids varied 
according to the buyers' estimates of whether they 
wanted to hold mortgages at Sydney, say, distinct 
from Scarborough, Toronto. 

COMMISSIONER MACKINTOSH: Distinct as above 
and below par? 

MR. BATES: Yes. 


COMMISSIONER MACKINTOSH: We can assume, I 
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imagine, that you want to get the best price iocarie: 
Do you clear the market on these auctions, or do you 
reject bid as being too low? 

MR. BATES: Yes, we do not necessarily take 
all the ore We have taken -- when selling high price 
mortgages you expect a subdstantial premium, If we 
are selling 6's you expect some reduction below par. 

I will read the figures to you, sir, which 
have just been given to me. The 6 3/4 stuff, the 
average price of the first one was 101.17, then 101.35, 
and then 101.79. When we sold the 6's in March, 

Lee waseOT 60. 

COMMISSIONER LEMAN: What information does 
the bidder have, again? He has the streets, 
ev cevera. Does he have information on the colleetion 
experience, et cetera? 

MR. BATES: No, sir. There is. nothing 
in the parcel that is in arrears at the moment the 
bid is made. In other words, we do not offer any 
particular house with regard to which the home owner 
ioeat arrears, Of course, they 2re 4a iP insured 
loans. 

COMMISSIONER LEMAN: There is no general 
statement that on this package collection experience 
has been satisfactory. 

MR. BATES: Well, it is an indication that 
there is nothing in arrears. 

COMMISSIONER MACKINTOSH: How satisfied 


are you with the distribution resulting from these 


auctions? 
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Jerento, Ontario 
MR. BATES: Satisfied of what, sir? 
COMMISSIONER MACKINTOSH: The distribution. 
MR. BATES: Do you mean, among buyers? 


COMMISSIONER MACKINTOSH: Yes. 
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Toronto, Ontario 
MR.. BATES: Experience is still aaisiee ventas 
We have had buyers from chartered banks, trust companies 
and investment dealers. In other words, there is some 
Wide distribution among the institutional buyers. 
COMMISSIONER MACKINTOSH: Most of your buyers 
have been the approved lenders? 
MR. BATES: ractedlgeenee ieee. dealers 
who are not approved lenders; in other words, we opened 


the market to the investment dealers of Canada who are 


not approved lenders, generally. 

COMMISSIONER MACKINTOSH: The banks, I take it,’ 
might feel they could buy the 6's at a discount and put 
themselves in a slightly more legal position than if 
they were making new loans under a 6 per cent ceolling: 


Is that a factor? 

MR. BATES: This is no doubt a factor. They 
could buy 62 because this is an investment they were 
making, and the 6 per cent ceiling on their loans - 
didn't apply. 

COMMISSIONER MACKINTOSH: While this may not 
be comprehensive, I would see approved lenders might 
by this means shift their portfolios: get more mortgages 
here and less there, and so on. But the contribution 
to the increase in the market would, I suppose, depend 
on these buyers at the auction distributing a certain 
part of their purchases to institutions or funds or 
individuals who otherwise would not have access to 
N.H.A. mortgages? This is what I mean by distribution. 

MR. BATES: Well, I think this is so. After 


all, most of the approved lenders have the machinery 
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for making their own loans. They have got the overhead 
there and they want to use it. Naturally, in the 
various auctions most of the banks and trust companies 
who bought were buying for pension funds, not really 
for their own portfolios, 

COMMISSIONER MACKINTOSH: Here again, to [oxe) 
back over earlier ground, is a place where the demand 
is greatly affected by the fluctuation of rates in 
that these mortgages are attractive to pension funds 
at certain times, and at other times, as against bond 
rates, are relatively unattractive? 

MR. BATES: Yes. 

COMMISSIONER MACKINTOSH: There is some 
presumption phe distribution might be more continuous 
if the mortgage rates fluctuated with the market rates 
rather than being adjusted only sluggishly; isn't 
that true? 

MR. BATES: I think I might mention too there 
are at least two, perhaps more, new institutions which 
have been set up by private enterprise, and their 
intention is to sell their own debentures -- small pieces -- 
and to hold in their assets the insured mortgages. This 
means that a small man, or woman, with $1,000 can buy 
a debenture in a company that is secured by an 
insured mortgage. This is really a new type of 
institution in, the Canadian capital market and, of 
course, it is where in institutions like this that 


the question of posted prices and the availability of 


funds becomes most important. | 
COMMISSIONER MACKINTOSH: But the difference | 
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is only in the insured mortgage. There have been for 
a long time institutions who sold debentures against 
mortgages, 

MR. BATES: Yes, quite, 


COMMISSIONER MACKINTOSH: Do you think that 


is the way in which the small investor, who does not 
want the bother of looking after mortgages but who would | 


like the mortgage rate, can get in this market? 


MR. BATES: And the government guarantee. 

COMMISSIONER MACKINTOSH: Yes. 

MR. BATES: And the government guarantee, 
yes. 

COMMISSIONER MACKINTOSH: And that that is 
the better route, and not having the people who buy 
at auctions getting down into a small retail business 
of selling the small investor two or three mortgages? 

MR. BATES: Yes. This makes the whole thing 
much more flexible. A widow with $1,000 can enter 
the insured mortgage market this way. 

COMMISSIONER MACKINTOSH: Through the debenture? 

MR. BATES: Through the debenture. 


COMMISSIONER GIBSON: Does the coupon interest 


rate on mortgages which you put up for auction make 
much difference? Are some much more attractive than 


others, or do they bid prices according to the current 


market? 


MR. BATES: They simply bid according to the 


current market. 


COMMISSIONER GIBSON: So it doesn't matter 


too much what the coupon rate is? 
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1| MR. BATES: No. It matters to me, though. 


COMMISSIONER BROWN: Wouldn't it matter in 
this sense, that the high coupon ones are above par 
and, therefore, are more subject to call in the sense 
of being repaid on a change of interest rates than 
the 6 per cent ones selling below par? 

MR. BATES: Yes, this is a danger. This 
question of call is always there, 

MR, ADAMSON: The discount paper is far 
more attractive to the market. 

COMMISSIONER BROWN: Yes. 

COMMISSIONER GIBSON: Yes, but the market 
would take account of these factors? 

MR. BATES: ‘Yess of eee 

COMMISSIONER MacKEEN: You suggested that 
there was a difference in the rate between regions: 
you mentioned Sydney and Toronto. — Why should that 
make very much difference in an insured mortgage - 
which is virtually a government guarantee? 

MR. BATES: That is a very good question. 

We don't Soin achere Should be any difference, but. there 
is. The buyers reflect different judgments. We think 
they are all the same; they are all 100 per coe 
guaranteed; but, this is the fact. Maybe the buyers 
think there is more danger of foreclosure problems 

in some areas than in others. 

COMMISSIONER MacKEEN: How much of a problem 
is that to the buyer? Don't you handle that? 

MR. BATES: Yes. 


COMMISSIONER MacKEEN: It doesn't put him 
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under any strain? 

MR. BATES: No. 

COMMISSIONER GIBSON: But mortgages in 
certain places in these packages sell for better 
prices than mortgages in other places; this is true, 
gen't. it? 

MR. BATES: This is true, yes. 

COMMISSIONER GIBSON: If you had a free N.H.A. 
rate, would you expect to see important differentials? 

MR, BATES: This would make no difference coe 
that. | 

COMMISSIONER GIBSON: But the rate may be 
different in one area from another, then? 

MR. BATES: You are thinking that if we had 
a free rate it would be higher in Sydney than in 
Toronto, anyway? 

COMMESSTONER GIBSON: Yes. What sort of 
differences would you expect in a free rate situation? 

MR. BATES: I sincere the same as a | 
conventional mortgage, pretty much -- I don't know. 

MR. ADAMSON: There should not be quite that 
much because of the planket coverage. 

COMMISSIONER BROWN: As the money that is 
coming from investors in purchasing these mortgages 
is presumably being diverted from some other potential 
investment, have you any theories as to what areas 
are receiving less investment? 

MR. BATES: No, we really don't know. We 
know some of the buyers who are puying for American 


insurance companies. This may have been an addition 
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to Canadian capital. Some were buying for Canadian 
pension funds which might otherwise have bought 
corporate bonds -- I don't know, 

COMMISSIONER BROWN: There is no study as to 
whether this money might otherwise have gone into 
government bonds or conventional mortgages? 

MR. BATES: I don't think some spite buyers 
would know, themselves, what might have been done with 
the money in the pension fund for which they are acting 
as trustee. 

COMMISSIONER MACKINTOSH: I would think there 
is a likelihood that in a fund whose liabilities were 
very long-term, like a pension fund, that there would 
be consideration of the two securities which carry 
the credit of the federal government, and whether 
the requirements of the pension fund are equally well 
met by @ guaranteed mortgage as against a bond which 
in recent years has been subject to some rather 
drastic fluctuations. I take it that you, subject to 
a variety of problems, think there is probably a 
considerable future for the debenture-issuing mortgage 
corporation? 

MR. BATES: I think so. 

COMMISSIONER MACKINTOSH: That this is an 
institution that fits into the developing patterns... 
MR. BATES: Of the capital market. 

COMMISSIONER MACKINTOSH: And ought to 
be encouraged? 


MR.. BATES: Yes. 


COMMISSIONER MACKINTOSH: You raise a related 
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matter: you have, I think, in the C.M.H.c. Act 
authority to act as a lender of last resort: I forget 
whether it is limited to the approved lenders under the 
Act or not. This power, I understand, has never been 
used; is that right? 

MR. BATES: I think it was used once before 
my time. It was used once, I believe. You mean lending 
to an approved lender? 

COMMISSIONER MACKINTOSH: Yes. 

MR. BATES: - Yes, it was used once, 

COMMISSIONER MACKINTOSH: The power is 
there: is the machinery set up? If an approved lender 
comes forward and wants to borrow, has the Corporation 
gota procedure and standards under which they would 
lend if they felt it were desirable? 

MR. BATES: I think we would require, really, 
to get a judgment from government on this because of 
the fact that the power has really never been used. 

It isa power of Beiter. hd importance. It is not 


something that you would look at as a kind of automatic 


thing you would do,anyway, because it happened to be 


in the Act. I think we would have to get a declaration 
of government policy to us on this point, because 
it could conceivably involve us in quite substantial 
lending. 

You can easily see in this secondary market 
that if one of these new types of institutions bids 
or offers to buy a substantial quantity of mortgages 
and then finds they cannot finance them, if we were 


using this power it would be very nice for them to come 
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to us and say, "Please lend on this". or, if they 
were borrowing short during the first period, while 
they were buying, and something happened to the 
short-term market, it might be very nice for them to 
come to the corporation and say, "Could you lend us 
this -- it may be at a prohibitive rate for a week or 
two weeks -- until we can get other accommodation?" 
Srrs power-“is’ there; but-in- order to usé it°in this 
sort of way we would really require to get governmental 
authority. 

COMMISSIONER MACKINTOSH: Yes, I recognize 
Phatychut: there is the other question: “suppose this 
happens, are you in a position to advise the government? 
Have you thought out the problem? This has been 
Poprescnted to us as being essential to the Purther 
broadening of the secondary market. 

MR. BATES: I am not quite clear what you 
mean -- am I in a position to advise the government? 

I am always in a avaae to advise the government. 
I think we could advise them in terms of principle, 
but certainly not, sir, in terms of details, no. 

We haven't thought it through to that point, because 
the question really has not come to us. 

COMMISSIONER MACKINTOSH: Well, the presumptior 
presented to us has been that probably such eredit would 
be available only at a penalty rate? 

MR. BATES: Yes, of course. 

COMMISSIONER MACKINTOSH: If you have some 
companies in this field and they go ahead and then 


need this temporary assistance, it is not an entirely 
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satisfactory answer to say that the government will 
take it under consideration and some. time in the 
next eighteen months will produce an answer, because 
if they apply it is probably because of an impending 
need of some urgency. 

MR. BATES: Well, all I can say is that the 
question has net arisen, and quite clearly it is not 
one that would be determined only by C.M.H.C. The 
Pe rercment of Finance and the Bank of Canada would 
both feel they had important things to say about it. 

COMMISSIONER MACKINTOSH: We even had a 
suggestion that C.M.H.C. should always have a bid and 
offer in the secondary mortgage market. 

MR. BATES: We should always have a bid and 
oLier? 

COMMISSIONER MACKINTOSH: Yes. In effect, 
be the Bank of Canada for the mortgage market, run 
an active purchase and sale operation on both sides 
of the market. Naturally, we haven't formed any views 
on this. If you have any, I would welcome them. 

MR. BATES: If you are asking me, Dr. 
Mackintosh, as a bureaucrat if I would like to expand 
my empire, the answer is yes. 

COMMISSIONER GIBSON: On the same subject, 
one of the other things that has been represented to 
us is that N.H.A. mortgages are somewhat unsatisfactory 
instruments because nobody knows what the term is. 
There is the repayment privilege which starts after 
three years, I think? 


MR. BATES: Right. 
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COMMISSIONER GIBSON: Now, this is thought 


by many to complicate the matter of marketing, .. 
particularly ‘of instruments based on a portfolio of 


41 mortgages. Is this important to the persons getting 


5] the mortgage money? Is it of much significance? 
1 
Se 
‘a 6) MR. BATES: This right to repay? 
i 
| 


COMMISSIONER GIBSON: Yes, the right to 
repay: is it regarded as something eporeene by the 
persons Eeteine the mortgage money? 

ME. BATZSY Yes. “Lf they @ie, and: Weave 
the daughter $5,000, she may want to pay off $5,000 


on the mortgage: why should she not do so? 


COMMISSIONER GIBSON: There is no penaity, 
44] ‘though, or anything? 


15 MR, BATES: No, not after three years. 
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i MR. WILSON: Just the usual three months 
2 interest, that is all. 
3 COMMISSIONER GIBSON: Do you think that 
4 that is an important enough matter to consider possibly 
5 varying to some degree the repayment privileges on these 
8 mortgages to make them more marketable instruments? 
7 MR. BATES: I think that the buyer takes 
§ this into account... when he is buying mortgages; he 
9 knows that there is an uncertain period in it. 
10 COMMISSIONER GIBSON: That is one of 
11 the problems which anybody thinking of setting up a 
12|| mortgage company and putting out obligations against 
13] first mortgages has to worry about? 
14 MR, BATES: .Yes.\1t-is a difficult.probien, 
15 but we don't think we should force the borrower to 
16 hold a mortgage which he or she doesn't want. 
17 COMMISSIONER GIBSON: There could be larger 
18 penalties; the right to repay would come after five 
19 years instead of three. I am not suggesting it, I am 
20|| merely saying that there is a lot of ground here that 
21| we might explore if it were thought worthwhile. 
22 MR. BATES: f it were a real impediment 
23) +o the market we might have to look at it, but it 
24 doesn't seem to be. Whoever you are, when you buy 
25 a mortgage each month you are getting repayment of 
26 principal and interest on it and you have this principal 
27| problem in front of you for the whole 25 years; some 
28 of it coming in every month and it gets bigger and 
29 


bigger and it has to be reinvested somewhere, and 


you are up against this problem anyway 50 the call 
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1| privilege doesn't apply. 


MR. ADAMSON: And it affects the calculation 


of yield on the basis of which the buyer bids in that it 
introduces 
not characteristic in this form of other kinds of 
investment, .... Presumably this had some influence 
and was of some benefit to the borrower. 
COMMISSIONER GIBSON: Thinking in terms of 


investments, insurance companies, for example, are 


generally interested in rather long-term, whereas 


banks and loan companies and trust companies are 


interested in short-term obligations. Is there some 


way of sedling the long end to. an insurance company e 


lacingthe short end with a-loan company? There may be 
Some possible ground for exploration here, but you 
can't do that arid have the repayment privilege on it. 
COMMISSIONER LEMAN: To get this in perspective, 
why don't we ask what has been the experience on 
accelerated repayment of N.H.A. loans? 
MR. ADAMSON: That is a young portfolio --- 
MR. BATES: Most of the loans have only 
been since 1957. It is quite a young portfolio, althoug 
it is very large. The repayments, I think, have been 
very small; I just don't know archers 
COMMISSIONER MACKINTOSH: Do your approved 


lenders ever tell you what their experience has been? 


Some of them have been in quite a while. 


MR. WILSON: They report repayments annually; 
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Terenta, Ontario 
they report any balances. 

COMMISSIONER LEMAN: Have you any figures 
on this? 

THE CHAIRMAN: These can change quite 
eonsiderably if interest rates change? 

MR. WILSON: Yes. 

THE CHAIRMAN: And if conventional mortgages 
went down to, say, 6 per cent or 52 per cent. you..could 
eve some of the present loan repaid. 

COMMISSIONER GIBSON: And this would be over 
the life of the N.H.A. mortgage, over the period of 
your operations? 

MR. BATES: The figure in my mind is fourteen 
years, somewhere around fourteen years on a 25-year 
loan; the average is about fourteen years. 

COMMISSIONER GIBSON: Mr. Brown said, of 
course, that it could vary, but this gives some idea. 

MR. ADAMSON: Certainly in terms of the 
contractual requirement or the mortgage this is a very 
large amounts presumably it is a 25-year amortization, 
but it almost never happens. 

COMMISSIONER LEMAN: In corporate bonds 
there are two types of restrictions that can take 
place; the right of repayment with a premium or 
penalty, and also sometimes you can get, say, a 10-year 
non-refunding clause, that you can't repay the debt 
for refunding purposes, would that be impracticable in 
the residential mortgage field, that no new N.H.A. 
loan would be granted to a person who had just paid 
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Terente, Ontario 
MR. BATES: Why would you do it? Nobody 
wants it particularly. 

COMMISSIONER LEMAN: Perhaps people would 
Want it, those who think nee this question of maturity 
is important to them, that that is a problem to them 
ao Lenders. 

MR. BATES: As lenders. 

COMMISSIONER LEMANs They might think it is 
important to have some kind of a system of protection 
against refunding, you say? 

MR. BATES: It is not impossible, no, 

COMMISSIONER LEMAN: Do you see any great - 
administrative difficulties in introducing such a 
non-refunding clause for a longer period than the three 
years which you have mentioned on the straight right 
to repay? 

MR. BATES: It is our job t® overcome these 
difficulties. *They are not administrative; they may 
be political ones, but never administrative. 

THE CHAIRMAN: These are very long-term 
mortgages in the sensé of 25 years. Has there been 


any consideration to having a higher penalty when it 


is repaid in the earlier years ? 


MR. WILSON: No, because of che provisions 
of the Interest Act, which permits repayment without 
penalty beyond an interest bonus, so at the moment 
under the present legislation you might increase from 


the present three to a maximum of five with the 
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i] exception of corporate borrowers. The N.H.A. with 
corporate SERRE does permit a longer built-in 
3 term. This applies only to rental housing loans. 

& COMMISSIONER MACKINTOSH: What is the usual 


5 use there? 


6 MR. WILSON: Ten years, 
7 COMMISSIONER MACKINTOSH: And then what is the 


8| penalty? 


9 MR. WILSON: After ten years there is a 


10 three months penalty. Actually, without consent the 

at borrower has no right to repay. 

t2 MR. ADAMSON: The borrower might become 

13 interested in this if the question were asked, "How 
14 interested are the lenders? Would they make a loan 


15 for a lower interest rate?" Then there would be 


16| something in it for the borrower, too, and he could 


17 judge whether he wanted to be tied in for 25 years at 


a rate of 'X! 
18) / or have considerable freedom at a rate of X plus 


19 Something. .There is. no.point in- meplecing oney kindof 
rigidity with another. 
20 COMMISSIONER BROWN: Would you have a conflict 


21 With the Interest :.Act:as far as.individuals, are, concerned? 


22 MR. ADAMSON: Yes you would 5 beyond five 

23 years there is nothing we can do. 

24 COMMISSIONER BROWN: This has been brought 

25) up because we had had it mentioned by a number of 

26) would-be lenders that this is a factor, why they are 

27 * peluctant to loan under N.H.A. 

28 MR. ADAMSON: There is really not much room: there 


2 between what the Interest Act requires and what our 
Act requires. | 
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MR. BATES: It can't make much gifference. 

COMMISSIONER GIBSON: For the purposes 
of the record, you said that the average mortgage 
outstanding ran about 14 years; is that the time» 
on repayment or is that the average period that a 
25-year mortgage, being paid out in instalments over 
the period, would work out too? 

MR. ADAMSON: No, that is the number of years 
which the contract would be outstanding. 

COMMISSIONER GIBSON: It would be all cleaned 
up at the end of 14 years? 

MR. ADAMSON: Yes. I think even if it goes 
for 25 that you get a figure of something like 16 on 
the average. 

COMMISSIONER GIBSON: One other question 
on this secondary mortgage market. Why go to all 
this trouble for C.M.H.C. direct lending; 
why doesn't the government just issue bonds? 

Why go to all the poe of establishing this market 
and selling your special N.H.A. mortgages fom inne 


purpose of your lending:? 


MR, BATES: That is what it does, we are --- 

COMMISSIONER GIBSON: You are trying to 
pay them back, though, by developing this instrument 
and getting it on the market? | 

MR. BATES: But the purpose of selling this 
is not to repay. 

COMMISSIONER GIBSON: To limit the amount 
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of government participation? 
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MR. BATES: No, to see if a fluid market 
can be set up in mortgages. It is true that when we sell 
a mortgage. we repay the debenture that we already 
have from the government ; we simply repay it. 
COMMISSIONER GIBSON: All I am saying is 
it worth all the effort from your point of view? 


NE aeDATES?: Well, -1t «ls motG.wmuch .ePfont.. One 


man in the corporation issues an auction every two or 


three months to see if you can get an increased flow 
of funds, whether it is from the American pension funds 
or somewhere else; it is not costing us very much. 

COMMISSIONER GIBSON; Another way of putting 
it is would it be more economical simply to talk in 
terms of the paper being issued as being government 
bonds, and they sell at higher prices with lower yields? 

MR. BATES: I see what you mean. 

MR. ADAMSON: It is an expensive way of 
borrowing money. These mortgages are sold to yield 
what? Well over 6. 

| COMMISSLONER GIBSON: That is the point. 

MR. ADAMSON: As far as being a device to 
obtain government funds is concerned it is an expensive 
way of doing it. It is to developan appetite or to 
familiarize pension funds and other people in this 


so that they might in time have a greater demand. 
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1 
COMMISSIONER MACKINTOSH: Surely the answer 
3 is that if your only purpose in this operation was to 
4 recoup your own funds, it wouldn't be worthwhile? 
5 MR. BATES: No, quite. 
6 COMMISSIONER MACKINTOSH: What you pay for 


7 is this future benefit that is presumed to develop 
$| to the secondary market? 

9 MR. BATES: Yes, and it is not costing us 
10/ very ae 

il COMMISSIONER LEMAN: Are you through on 


12 that subject; Mr. Gibson? Under what conditions ~ 


= and on what terms can a mortgagor get off the covenant 
i Oo or Weer. Loan, or can he ‘atv-all? 

y MR. WILSON: For practical purposes, . 

‘4 as the soon as the foreclosure takes place and the 

4 lender acquires the profit on an N.H.A. loan, if he 

- elects to realize on the insurance he must turn the 

19 


property over to us as PUY Faariton precedent to payment. 
“i This makes us a third-party purchaser, and aS soon as 
21 the lender surrenders the authority to re-convey the 
22 property to the original borrower, he loses his ability 
23 to exercise any collection on the personal covenant. 
COMMISSLONER LEMAN: But are you not 
subrogated in his rights? 
MR. WILSON: It might be possible for the 
lender to obtain a judgment in debt rather than a 


foreclosure, and then assign that judgment to us. 
We have relied on ordinary foreclosure procedures, 


which basically produces the property as security 
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Terente, Ontario 
rather than the personal judgment as security. 


COMMISSIONER LEMAN: Well, that doesn't 


directly answer my question. Are there conditions 


and terms under which C.M.H.C. would let off the 
mortgagor, the earlier mortgagor? 

MR. WILSON: And release the covenant? . 

COMMISSIONER LEMAN: Yes? 

MR. WILSON: It is penn eee by the = 
regulations where one original covenantor was a builder, 
providing the builder obtained the assumption of stabiaity 
by the purchaser and the purchaser has a gross debt 

service ratio that is acceptable and 
pays the minimum down-payment, and so on. That is 
the only provision in the regulations for a specific 


lender, by operation of law, to release a covenant. 


COMMISSIONER BROWN: The individual home 
owner cannot cut off when he sells the house? 

MR. WILSON: Except by operation of law, to 
the extent that that occurs, 


COMMISSIONER LEMAN: Automatically he stould keep 


this as a contingent liability? 
MR. WILLSON* If he keeps that kind of a 
balance sheet, yes. 
COMMISSIONER LEMAN: He might have to make - 
one up to get a loan, for instance. 
COMMISSIONER BROWN: What happens if he dies? 
MR. WILSON: Presumably this would be an 
equal contingent liability in terms of his estate; 


the estate is normally not tied up. I believe -- 


and I am not sure I am accurate on this -- I believe 
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we have had occasional requests for a release of 
covenant in terms of our direct lending from an estate 
of a person who has sold the property for purposes 

of clearing the estate, and I believe we have on 
occasion given such a release under the circumstances. 
COMMISSIONER BROWN: Do the other lenders 


holding the mortgages have the power to give such a 


release? 

MR. WILSON: I think they could do so under 
the regulations only with the approval of the 
Corporation. 

COMMISSIONER BROWN: This hasn't arisen? 


MR. WILSON: I can't recall it ever having 


arisen. 

COMMISSIONER LEMAN: Suppose that the lender 
foresees that he has to go through foreclosure proceedings, 
but he finds in the title a very good credit, wouldn't 
it. be cheaper for him to go to that very good credit 

nd obtain. his money ad ies than go through either the 


insurance or the foreclosure himself. 


MR. WILSON: Firstly, it would have to 
be a very good credit indeed and one that was better 
than a 100 per cent guarantee. 

COMMISSIONER BROWN: On home improvement 
loans, which at the moment, as I understand , are 
limited to $4,000 and a ten-year term, we have had 
representations that those should be doubled both 
as to amount and as to term. Have you any comments 


to make on this? 


MR. BATES: This, of course, would be a matter 
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of government policy which would require a change in 
the Act. I think that the average runs about $2,500 
or less than that, so that this present maximum is 
not too much of a restraint in the sense that the 
loans Rhiéh ave made by the banks probably are as 
high as the banks intend to make them anyways, but 
certainly a longer period and a bigger loan would 
probably permit rehabilitation operations in housing 
that are highly desirable in many instances. Now, 
whether the banks would grant it, I don't know. 
Theoretically, $4,000 is not enough to do a job on 

a duplex or a quadruplex, or what have aoe it might 
be quite desirable to have a larger figure and banks 
in some instances might be prepared to go ahead with 
bigger loans, but the average loam is $1,300. 

COMMISSIONER BROWN: Is that ees tending 
to increase? 

MR. BATES: No. 

COMMISSIONER BROWN: That is the average loan 
when originally made, not the average outstanding? 

MR. HIGNETT: When originally made. In 
1961 there were 26,900 loans made for a total amount 
of $39 million. 

MR. BATES: It was raised a few years ago 
and it made very little difference to Uae ae eS size 
of the loan. My recollection is that we changed the 
Act from two to four, didn't we? 

MR. HIGNETT: From $2,500 to four. 
MR. BATES: From $2,500 to $4,000; but it 


made no difference in thesize of the loan. This may > 
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due to demand factors as distinct from supply factors, 


I don't know. 

COMMISSIONER BROWN: There is one other 
question which I would like to have your opinion on, 
and that is what would be the effects 
on the mortgage market and the availability of mortgage 
funds if the banks were permitted to go into the 
conventional mortgage field to some degree? This, 


of course, would involve other changes as well. 


OSI. + 


“MR. BATES: Yes. 
COMMISSIONER BROWN: Let us say that all 
these changes were made. 


Mie (BATES ¢. You mean, allowing them to 


make loans above 6 per cent? 


COMMISSIONER BROWNs Yes. 

MR. .BATES: This would be very significant 
and highly desirable. I don't see why the banks couldn' 
go into the mortgege business if others are going 
into the banking See ree 

COMMISSIONER BROWN: Presumably, of course, 
this would mean that the banks would have less money 
available for other purposes? 

ME. -BATES.2:: ves. 

COMMISSIONER BROWN: It would have to come 
from some other sectors of the economy? 

MR. BATES: But from where we sit, we 
don't care whether they can get N.H,A- or conventional 
loans so long as they get into the mortgage business 


and stay in it! 


COMMISSIONER BROWN: I am afraid that that is 
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probably the answer that I expected, | 
THE CHAIRMAN: Thank you very much, gentlemen, 
MR, BATES: Do you require us again? 
THE CHAIRMAN: No, I think that is it for 
the time being. 
MR, BATES: Thank you, sir. 3% was a pleasure 
to be before you. | 
THE CHAIRMAN: It has been a very great 


pleasure for us to have had you with us and to have 


“| taken part in this stimulating discussion. 


We shall adjourn now until 2.30 this 
afternoon when we shall hear the brief of Mr. David 
Mansur. 


--- Luncheon Adjournment. 
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--- On resuming at 2.30 P.M. 


SUBMISSION OF 
MR. D.B. MANSUR 
THE CHAIRMAN: Mr. Mansur, we welcome you 
as a witness before us today. We have read your 
brief with great interest and there are a number of 
questions we would like to’ask. I do not know whether 
you had intended to make any preliminary Statement, 
or whether you wish us to proceed immediately and=. 
pursue our questions. 
MR. MANSUR: I think not, Me. Chaimman, 


except to say one thing. I have read the evidence 


that has been presented to this Commission and have 


listened to some of the comments, and read some of 


the transcripts. It seems to me that the problem 


before the Commission in this field falls into three 


main categories and everything --- 

THE CHAIRMAN: You may sit down, if you 
would feel more comfortable. 

MR, MANSUR: Thank you very much, Mr. 
Chairman. It seems to me that the evidence heard 
by the Commission to date falls into three main 
categories. The first is -- not necessarily in 
order of importance -- the difficulties: about financing 
existing housing. The second is the flow of 
mortgage funds, and the third are the factors 
relating to effective demand. 


I think just about everything that has been 


said will fall into one of those categories, but having 
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said that, Mr. Chairman, I immediately want to say 

2 that in most of the discussion there has been quite 

3 an interplay between the economic implications and 

4 the social implications. . Practically everything 
5 eae that has been discussed has social 
6 connotations and financial connotations, and sometimes 
, they do not lead to exactly the same conelusion, 

That is all I have to say, Mr. Chairman, 

THE butte: I would like to begin by 
asking a few questions under your heading, "Financing 
Sale of Existing Houses". I. have to leave a little 
early today, so I am going to take this out of order, 
if you do not mind. This is at page 9. You begin 
by saying: 

"Perhaps the most important gap in our 
mortgage lending pattern is the lack of 
erisp and identifiable means of financing 

— Bake the transfer of an existing 
pane from a willing vendor to a willing 
purchaser at a mutually satisfactory price." 

Do you think it would be possible under 
any circumstances to design a lending pattern which 
is a crisp and identifiable means of transferring 

A existing houses? 

| MR, MANSUR: Perhaps, Mr. Chairman, the phrase 
lwould have been better as "crisper and more identifiable 
means", That would perhaps be a better way to express th 


thought, But the circumstances vary so greatly that 


| although we talk generally about the financing of 
|. 
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existing houses, if we go the full range of the spectrum 
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1} I might just mention what I think are the three main 
2] categories in it. 


3 First there is the sale of the house in 


4 the newer areas. By "newer areas" let us talk post-war 
5 Sub-divisions, 1945 and on, in which the lending 

6 institutions will operate very Tréély, so that there 

7 is no problem really in that area of finding a 


66-2/3 per cent mortgage. Just what that 66-2/3 is of, 


Lt am not clear, notwithstanding evidence you have heard 
about the firmness of appraisals, 

Then you move into the second sector, which 
might be the 1920 to 1939 housing. In Toronto it would 
be, say, south of St. Clair. In Vancouver it might be 

first Shaughnessey and the better parts of Grandview, 
In Calgary, the lower part of the North Hill. These are 
the areas wheré some of the lending institutions 
are making first mortgage loans for two-thirds, generally 
with an interest rate rather higher than the conventional 


loans in the more preferred areas. 


Then you move into the third area, where 

the lending institutions will not operate, except 

in the most exceptional cases, even at an increased 
interest rate. They are just not interested. By this, 
I mean the core of the cities. I would say that in 
Toronto almost everything south of Bloor Street fell 
into this category. In Calgary, probably the east end 
€and Ogden, In Vancouver, everything below 16th; or any- 
thing north of eae be very difficult to get 


a lending institution to make a loan on at all. 


So I suggest there are these three 
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Separate and distinct parts of this financing of 
existing houses, each one of which carries rather 
different implications. 

As to finding a method of doing this, 
there have been references before this Commission to 
the F.H.A. It is perfectly true that the F.H.A. 
makes twice as many loans on existing houses as they 
do on new houses, but the F.H.A. operates their existing 
houses selection with an eye to insurance risks 
involved. , Generally speaking my observation in 
the United States would lead me to believe that the 
F.H.A., were it operating in Canada, would operate 
only in area No, 1, with very few excursions into 
area NO. 2 and no excursions at all into area No. 3. 
eeere’ nave peen attempts by the subsidized housing 
group in one United States 


to get the F.H.A. to use its lending on existing 


down-town areas. There has been the odd case where 


this has been done; but generally speaking the F.H.A. 
selection as to risks is just about as firm in respect 
to existing houses as it is to new houses. I admit 
quite frankly, Mr. sete Ertcee that an FulivA, “ype es 
operation would relieve the problem of area No. l, 
but that is not the area in which the problem we now 
face is most acute. It is most acute in areas @ and 
3. 

Therefore one would have to devise something 
other than bringing the N.H.4. into the existing nouse 


field. I think there are ways and means of doing it, 
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but I think they are all pretty complicated; they 

are all costly. There is one other comment I would 
make, and it is this. i am not so sure that even 
if people do want to buy these existing houses, whether 
they. Should be encouraged by heavy debt to do SO. 

i think one of the phenomena of post-war housing in 


Canada, in the. price structure of post-war housing 


in Canada, is the manner in which the existing house 

has stood up price-wise as against the new house. 
Undoubtedly depreciation has taken place, 

and certainly there is a tremendous amount of: built-in 

obsolescence in the 1926 house, But notwithstanding 

this depreciation and the Betaeae obsolescence, the 

phenomenon is that we find these existing houses selling 


at about the same price per square foot as the new 


house, without the depreciation and without the built-in 
obsolescence, and the only offsetting factor being 
the extra value of the inside land. So I have some 
doubts --- 

THE CHALRMAN: Of the inside land? 

MR, MANSUR: Yes; the inside tandtye worth 
more than the outside land. 

THE CHAIRMAN: I see. 

MR. MANSUR: I think it is a fair statement. 

ie Gate Rint That is, the location? 

MR. MANSUR: Yes, Mr. Chairman. The factors: 
that I mention being the phenomena must have as 


an offset the added value of the inside land. 


THE CHAIRMAN: Those various categories that 
you have mentioned, taking the sale of the house in | 
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al the newer areas, of course that would not cause any 
difficulty. In the first place they generally fant 
of houses as built according to one standard plan, 
so that each one of them would maintain pretty well 
an equal value? 

.MR. MANSUR: Yes, 

THE CHAIRMAN: And, of course, they are 
relatively new. 

MR. MANSUR: Yes. 

THE CHAIRMAN: And have not depreciated 
to any extent. 


MR. MANSUR: No, Mr. Chairman. 


them to be more marketable, and with the second group 
you would expect them to be less marketable. 

MR. MANSUR: Yes. 

THE CHAIRMAN; And, as you say, the third 
group, the value of the land is the only explanation 
of pasta ne more than a nominal value. 


MR. MANSUR: Maybe I did not make myself 


in area No. 1 would look after the problem. In area 


No. 2 --- 


‘ 


THE CHAIRMAN: Do we need it here? Is there 


a gap here in that class of house? 


MR. MANSUR: I think it depends upon your 


degree of social consciousness. 


in :Selling houses in that class? 


THE CHAIRMAN: Naturally, you would expect 
clear, Mr. Chairman. I feel that an F.H.A. type operatio 
THE CHAIRMAN: Has there been any difficulty 


MR. MANSUR: Oh, yes; tremendous difficulty. 
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i.mean, every employee that moves has to find a buyer 
for his house, 

THE CHAIRMAN: Yes, but there are agencies 
that bring parties together, and are there many houses 
that stand for a very long period without being sold, 
in that class? 

MR. MANSURs Yes, Mr. Chairman; there are, 
at the moment -- I hate to keep referring to 
Toronto; it sounds as if I ama Torontonian. 

THE CHAIRMAN: You should be proudor* taaG. 

MR, MANSUR: In Toronto at the moment, the 
co-operative listings which are in the hands of these 
real estate people to whom you refer are some e200 
in number, and they estimate that they handle about 50% 
of the take. So that as compared with the sale of 
new houses, which in Toronto this year will probably 
be of the order of 6,000 maybe, we have overhanging 
the market in Toronto houses of all kinds, probably 
something of the order of 40,000. 


THE CHAIRMAN: ‘then are we not building 


too many houses in that area? 

MR. MANSUR: No, I do not think so. 

THE CHAIRMAN: If the houses are on the market, 
why encourage people to buiid new houses? 

MR. MANSUR: I do not think we are building 
too many houses, Mr. Chairman, because this is a remark- 
able Reiacceg in that there is never any inventory 
in the house building field. In Canada the inventory - 
I think I mention this in my brief -- is only 23 


weeks' supply. I can see, in spite of general views 
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held to the contrary, neither anything immoral or 

2 reprehensible about the house-building industry having 
3 an inventory. I do not know whey there should be 

4 the stigma which seems to be attached to a completed 

5 and unsold house, 

6 THE CHALRMAN: But your statement a few 

7 minutes ago dealt with houses for sale that have not 

8 found purchasers. 

9 MR. MANSUR: Yes. 

10 THE CHAIRMAN: And you intimated that there 
11 were quite a large numberof houses, 

12 MR. MANSUR: Yes, Mr. Chairman, But I 

13 think the criterion is not the number for sale; I think 
id the criterion is the number that are empty. Before 
15 1 would be particularily concerned about the volume of 
16 new housing I would want to see the number of houses 
i7 that were empty in our communities. 

18 We have some of them. Windsor is a bad 

19 place. But generally speaking the vacancy ratio is 


20 below any reasonable frictional vacancy ratio. 


21 So that I do not think the 
22 fact that houses are for sale is any good reason 
23 ‘to stop... building the houses. I do not see the 


24 reason, any more than if there are a lot of shares 
25 for sale on the stock market. 
=? THE CHAIRMAN; Yes, I see your point. 
COMMISSIONER LEMAN;: May I ask a question 


related to this, Mr. Mansur. You referred to the 


problems of areas 2 and 3. Are they indicative of 


what most conventional lenders have in mind when they 
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1 lend on real estate? Is it the property, so much 


2| the property that the mortgagor is not considered a 


3 very important factor in his own credit? 


4 MR. MANSUR: Mr. Leman, the ways of the 

5) insitutional mortgage lender are strange. There is 

6 a tremendous amount of superstition and folklore 

7 connected with it. I have been in the business for:-a 

8 ‘long time. and I have never understood the superstition and 
; | 


folklore andI really cannot identify it. I cannot 
10) sive you a Satisfactory answer because, I. 

11 cannot see, for the life of me, why certain areas 

12 Should be good and certain areas should not be good -» 
13 ae | iL do. not 
14 think in a long-term scale or pattern of residential 


15| real estate values i 


6 28 possible for the over-priced 
16 30-year house to maintain .its level of value, and 
7) would, if I were a lending institution, be very careful |of 


18 the older house, not for the reasons they are, but 


- rather because I think dete. is tremendous over-pricing 
a in .the older house sector, This may be'their reason, 
a maybe I under-estimate them. 

2 COMMISSIONER LEMAN: Is there any reason 

23 


to believe that because of this situation the average 
a person who lives in that area is not aS good a credit 
risk? 

ad MR. MANSUR: I do not think there is any 

27 evidence. In fact, quite the contrary. Once again, 
2) if 1 may talk about Toronto, and then I will desist, 
29) the new Canadian groups, of course, are living 


essentially in the core or in the older areas. 
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I notice that. when there are mortgages advertised 

for sale in the newspapers, the people advertising 
these mortgages never fail to say, "Chinese covenant," 
“Italian covenant," "Polish covenant," "German covenant" 


as a sales feature. So I would think that the general 


view about those covenants is very favourable, otherwise 
they would not be advertised as such. I suggest that 
the general covenant, ow Ta tae= cores 1s propaply 


as good as anywhere else, 


THE CHAIRMAN: Of course, a great many of 
those people believe in investing in real estate. 

MR. MANSUR: Yes, Mr. Chairman, 

THE CHAIRMAN: That is where they put their 
Savings. For some reason or another, they think it is 
safe. 

MR, MANSURs Yes. 

THE CHAIRMAN: And that values will gradually 
increase with the growth of the area around them. - 

MR. MANSUR: Yes, Mr. Chairman. . 


THE CHAIRMAN: And they generally, in the 


meantime, fill the house with boarders and gradually 
pay off the debt. That is the way they live. 

MR. MANSUR: Yes, Mr. Chairman. 

THE CHAIRMAN: It is very prevelant throughout 
that whole area today. 

MR. MANSUR: With regard to gradually 


paying off the debt, I would like to suggest that they quickly 


pay off the debt. I looked at a block of about four million 


9 leollars of second mortgages made primarily to new Canadians, 


with five-year maturity. The actual average maturity 
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turned out to be three years and eight months. The 
debt is paid off with great Beary ey by reason of the 
multiple incomes within the kind of household. that you 
referred to. 

THE CHAIRMAN: And then they go and buy 
another house. 


MR. MANSUR: Yes, Mr. Chairman. But they 


will not get stuck as badly on the second one as they’ 
did on the first one. The Canadians really gave these 
people quite a going over when they came into our 
Cl bLes. 

COMMISSIONER GIBSON: The land in this area 


No. 3.to which you refer has in the past tended to 


become gradually more valuable. Have you any explanation 
of why this land of increasing value does not attract 
potential lenders? a What you say 

about the people is true, as far as “hat LS, concerned; 
but you have this underlying factor of quite valuable 


land. 


MR. MANSUR: You usually have an obsolete 
building -- as a rough rule of thumb, once again, in 
Toronto no institutional lender will look at a building 
if it lacks the primary facilities that lenders seem 
to think should be there. A bathroom is a good idea, 
and running water is a good idea too. They 
Will not touch the house, generally eet ae unless it 
has a driveway or some facilities for an automobile, 
Will not touch the house unless 


and in Toronto they w 


it is solid brick. That, I cannot quite understand, 


O as 
because in Montreal there is no such thing as a solid 
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brick house, where the lenders lend quite freely. 


But this is one of the Superstitions, customs or mores 

of the lending institutions. I cannot explain it 

to yous I just do not know what it is about. 
COMMISSIONER GIBSON: You said, for example, 

that there were some new entries into the second mortgage 

area, 


MR. MANSURs: Yes, sir, 


COMMISSIONER GIBSON: Isn't this likely 

to attract other people? 
MR. MANSUR: The term I used, "second mortgage", 
I Peete syecnt 7 2: The second mortgage sector looks aftenx 
not only second mortgages in each one of these three 
areas {I mentioned, but it also looks after the fires 
mortgage in area No. 3. That is a ecneralilty and’ it 


can be contested, .: Mr. Gibson, as altogether too general 


a statement. But I think essentially it is true. 
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So that in area number one you find the: lending 
institutipn in at a conventional rate in first mort- 
gages up to the recent chaos in the interest 

rate structure at about 6 3/4 to 7, with emphasis 

on the 6 3/4. 

Then, in area number two you find some 
See one Lending institutions that Specialize in older 
houses in making first mortgages, maybe not up to the 
full 66 2/3 per cent, but at an interest rate of about 
one per cent more than in area number one. 

Moving into area number three, you move 
quite sharply into the second mortgage interest rate: 
1Q0,to 1% I would think, would be a first mortgage. rate o 
Pemiiamens street in Toronto. 

THE CHAIRMAN: Dealing with second mortgages, 
at the bottom of the page: "In the second mortgage 
fields effective interest rates are presently 
Petne range of 12 to 15 per cent, ® 

ins MANSUR: Yes. 

THE CHAIRMAN: Of course, it would be 
difficult to assess just how that fits in with the 
total cost of the financing unless we knew how 
much that second mortgage was and how much the first 
mortgage was. 

MR. MANSUR: Right. 

THE CHAIRMAN: Then you would average it 
out to find out exactly what interest they are paying 
in the total amount; would that be a fair way of doing 
it? 


MR. MANSUR: That would be a fair way of 
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doing it. In that connection I was really only referring 
to the second mortgage segment. cst 

THE CHAIRMAN: Yes. 

MR. MANSUR: If we got into ee three where 
the second mortgage company made both the first and 
the second, I would not expect a rate of interest: of 
133 per cent. So that, your point is well taken. 

THE CHAIRMAN: But would you estimate what 
Sort of interest rate you might expeey? 

MR. MANSUR: 9% to 10%. 

THE CHAIRMAN: You would not consider that 
unreasonable under the circumstances? 

MR. MANSUR: No. As a matter of fact, I 
don't think the present level of second mortgage 
interest rates is unreasonable at all. I marvel at 
how low they are having regard to interest rates 
charged in certain other sectors of our financial 
economy. ican think of a lot better risks that - 
bear much higher interest rates than current interest 
rate on second mortgages. 

THE CHAIRMAN: On the other hand, are those 
properties in those areas you are speaking of such 
bad risks where the land value is increasing with 
development? 

MR, MANSUR: I don't think they are, but 
all I can do is report to you what seems to be the 
Judgment of the ae in such matters. “‘™ I don't 
always agree with the judgment. 


THE CHAIRMAN: Every once in a while you 


have an area of stagnation? 
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MR. MANSUR: Yes, 


THE CHAIRMAN: And for a time in certain 


3 areas Sales are very difficult to make. For various 
4 reasons people are not putting their money in there 

5 at the time. You have also mentioned that one of the 
6 usual methods of financing old houses Leen part 

7 by giving a second mortgage back. 


8 MR.MANSUR: Yes. 


9 THE CHAIRMAN: And that puts a somewhat 

10 different complexion on the transaction compared with 
i1 the case where you have a second mortgage separately 
12 arranged, which is generally expensive, and the 

1s anverestrrate is high? 

1¢ MR. MANSUR: Yes. 

THE CHAIRMAN: The second mortgage back 
may have quite a moderate interest rate depending upon 
the bargain between the two parties. 

MR. MANSUR: Yes; in respect to second mortgages 
back in Calgary, Edmonton, Toronto -- and they are the. 

only cities where I had a careful look -- 
I would think in 99 per cent of the cases the second 
mortgage arose in the vendor's hands as a balance of 
purchase price rather than the financing being arranged. 
Then, the vendor either sells that balance of purchase 
price or pledges it against a loan, There is quite 
a substantial change taking place from selling to 
pledging against a loan. 

THE CHAIRMAN: You have on page 11 what 
you call a hypothetical case, which I found somewhat 


complicated. 
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MR. MANSUR : Well, I tried to put the simplest 
one in there, Mr. Chairman. 

THE CHAIRMAN: What I wondered was, a 
vendor is about to buy another house in another oe 
and is looking for $4,000, 

MR. MANSUR: Yes. 

THE ‘CHAIRMAN: The vendor is a person who 
had a house worth $16,000 and an N.H.A. mortgage on 
it of $12,000, and without any second encumbrance? 

MR. MANSUR: Yes. 

THE CHAIRMAN: Why should he assume he should 
be entitled to get $4,000 as a down payment from a 
purchaser? 

MR. MANSUR: My own view is that there | 
is no entitlement at all. 

THE CHAIRMAN: He seems to think he should 
get it because he needs it to buy another house 
pomewnere else. 

MR. MANSUR: I don't think he has any more 
entitlement to it than he has to a certain price for 
shares, 

THE CHAIRMAN: If a purchaser comes along 
and offers $1,500 in cash and the vendor cannot get 
a better deal, he either takes it or leaves it? 

MR. MANSUR: That is right. 

THE CHAIRMAN: But the fact is he is able 
to eee of that house on those terms. 

MR. MANSUR: Yes, and the terms, Mr. 
Chairman, in the fringe areas,;-which is . ™y area number 


one, are dictated very largely by the going down =payment 
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1} on new N.H.A. houses. The terms of the sale of existing 
2} houses changed very sharply in December 1960 when the 


3] terms of the N.H.A. changed. 


éj 


4 THE CHAIRMAN: That was when it went from 

BY 90 to 95? 

6 MR. MANSUR: Yes, the loan moved up so that the 
down- 


7) / payment became about half what it was. 


8 THE CHAIRMAN: What are your views on that 
9] move? 
10 MR. MANSUR: Well, Mr. Chairman, I was 


11] a public servant for so long I mow find myself 

12| faced with the enormity of making.comment 

13] on government policy. 

14 THE CHAIRMAN: You are still in the rut. 

15 MR, MANSUR: Oh, a very bad rut. a 

16) can only say government does the darndest things 

17 for the darndest reasons. Why in the world they 

18 gave away the balance of all that was left in the. 

19] way of down payment to stimulate demand at that time, 

20] I just can't understand. However, this was their 

21 judgment, and they run the country and I don't, and 

22 I guess we must accept it. 

23 THE CHAIRMAN: For some reason they must have 
24 thought it was desirable to have more houses built at 

25) that time. 

26 MR. MANSUR: Maybe. ai didn't feel at that 
27] time that the effective demand had completely dis- 

28 appeared. However, this is a matter of judgment. 

29 THE CHAIRMAN: Isn't a 5 per cent equity a 


Wi pretty thin equity under any eircumstances? 
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MR. MANSUR: Extremely thin. 
THE CHAIRMAN: And a slight down-grading 
in prices could wipe it out very quickly, and more? 
MR. MANSUR: Yes. In my opinion, = f° think 
one of the tetter things that we have done in this 
country in the post war years was the manner in which 
a long equity was kept in Housing Azt loans. By 


which 
"long" I mean 20 per cent/was the general pattern in 


the first ten post-war years, as against the Americans 
who, under the F.H.A., came down to 5 per cent very 
early, and then in the case of the V.A. came down to 
no down payment at all. I felt one of our assets 

was that we still had some room in which tocstimulate< 


effective demand. 


COMMISSIONER BROWN: When you get down to 
5 per cent, this just covers the real estate agent's 
commission on selling a house? 

MR.” MANSUR: Yes. 

COMMISSIONER BROWN: So, the owner does not 
get anything out of it? 

MR. MANSUR: No. I would think it is very 
much like an automobile you buy. There is 20 per 
cent depreciation when you drive it around the block. 

I am quite sure a house takes on a 5% depreciation 

the day after the first owner moves into it. But I think 
this is some more of the folklore. L don't think | 
the margin of safety of mortgage loan can be measured | 
by the amount of equity in the mortgage loan. | 
during the thirties showed this just was not the case 


S 


at all. I happened to be with a mortgage company at 
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uot 
that time. We. had thousands and thousands of good 


the years 1930 to 1935. 

COMMISSIONER BROWN: I was tee Suggesting 
the 5 per cent equity was a bad thing. I was suggesting 
this sort of a down payment, when Somebody is trying 
meiseli oan existing house, makes it very difficult. 

MR. MANSUR: Extremely difficult. 

THE CHAIRMAN: Vyhat are your views as 
to the rental housing situation? 

MR, MANSUR: I think we Can take great 
encouragement in the manner in which rental housing 
is coming into English-speaking Canada. Rental 
housing in the province of Quebec is old and 
established. I was rather interested in a remark made 

nere recently when they talked about Ontario 
being the most sophisticated province. Maybe in 


fifty years time they will catch the province of 


Quebec in matters relating to real Estate. Eut I doubt it 


even at their’ present rather good rate of progress. 

THE CHAIRMAN: You must have come from the 
west. 

MR. MANSUR: In the province of Quebec we 
came out of war » with a housing stock of 90 per 
cent rental and 10 per cent home ownership. The 
increments to the housing stock in the post-war has 
been about 30 per cent home ownership and 70 per cent 
rental. :So, there isa slight swing in the province of 
Quebec towards home ownership. The swing has been 


entirely the other way in the English-speaking ils ecco 
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1 . You may notice that in Toronto right at the moment 


ahead of 
2 rental housing is running/individual housing by two to onk. 


3 .. There is a pretty buoyant attitude towards the 
4 buiiding of rental housing in. our eee ates 
5 outside . the province of Quebec. iam rererr ing 
to Toronto particularly, but it is equally true of 
Hamilton, Winnipeg, other prairie cities and Vancouver. 
There have been very important increments to the rental 
Bvock. One smiene say it 15 notitne pier. wind on 
increment, but, nevertheless, it is an increment. /-And 
i.think there has been quite a change in the English- 
speaking wife towards living in multiple accommodation. 
I think the change is very healthy. 

pout CHATRMAN: Why do you say 20 18 noe 
the .right.kind? 

MR. MANSUR: I think there has been a 


great deal of:.emphasis placed upon the apartment house . 


Although there is room for an ever-expanding stock 


apartment house units, I think our greater need 


ry 


fe) 
takes the form of row housing. I would dearly love 

to see in the English-speaking part of Canada the double 
duplex for four families, such as the pattern in the 
province of Quebec which, of course, is by far the 

most efficient form of housing which we have in the 
country. aya this is or yet particularly acceptable 
in English-speaking Canada. I can Eeaennes when 
the municipalities in English-speaking Canada would 
not let you build row housing. We have made a lot 


of progress, and the new maisonette development in 


~ 4- = 
ren Lal 


English-speaking Canada is/housing of a very desirable 
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Toronto, Ontaria ~ 
family type. I think there is quite a change taking 
place, Mr. Chairman, 

THE CHAIRMAN: While we are still on the 
subject of rental housing, perhaps you can deal with 
the question of lower income-type housing -- subsidized 
housing -- and express some views on that subject? 

We heard something about that this morning. 

MR. MANSUR: Yes, I could hardly recognize 
itetasu othe late Chairman of the Metropolitan Toronto: Housing 
Authority. I believe the amount of subsidized housing 
Will continue to inch up. We undoubtedly have a need 
in every one of our communities by families whose income 
is insufficient for them to enter the market place. 

The thing I am not clear about is. just. what 
responsibility falls on whom for the looking after of 
these people, I have spent so much time in public 
housing that I find myself uncertain of even the funda- 
mentals. The peoplewho are certain on public housing matters 
are people who have never had anything to do with it. 
It seems to me there is a philosophical judgment to be 
ey, eee eeai ne bor one's degree of social con- 
sciousness . . This is a: very difficult premise 
upon which to base the need for public housing. 

In the city of Toronto, where there are some 
4,000 units of public housing, we have eligible 
Se vtcanks in the number of about 4,000. The turn- 
over in public housing both here and in the United 
States is about 10 per cent per annurt » -: . I would 
think that our needs for public housing will for many, 


many years remain considerably greater than the willing- 
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i ness of the municipality and the province and the federal 
2 government to satisfy those needs. 
3 In the meantime, Mr. Chairman, I think 
4 there are some very favourable things happening in 
5 the rental housing field. | Tche rather 
6 generous use by Central Mortgage of the limited dividend 
7 provisions has created housing somewhat under the 
8 economic rental: it works out to about $80 a month 
9 for two bedrooms, if I remember correctly, which ig 
10/ about $20 under the economic market. 
i1 
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That has filled a tremendous need, and there are 
about three or four thousand of these units in 
Toronto and this has done a great job and it has taken 
tremendous pressures off the housing authority for 
that band. Failing that assistance that band would 
be leaning on subsidized public housing. 

There is one other thing that has happened 
in Toronto which is very fortunate -- and this is 
equally true in all other large communities -- and 
it is the enthusiasm of the apartment house builder, 
Joined by the enthusiasm of the lending LHe CLvULLoOnsS ; 
and this is causing great over-building in apartment 
houses and there are apartment houses which are now 
being built -- the new ones have no vacancy problems, 
they are rented like hotecakes as quickly as anything 
to people that come from two and one-nalf.and three 
storey walk-ups, vintage 1945 to 1948, and there 
is where the vacancies are appearing, and I hope 
that it will not be too Long before there is a 
very substantial break in the market on rentals in 
these older units, Already it is beginning to make 
itself felt, so we will then have what I think is 
guite a Suitable Spectrum, with the public housing 
at the bottom, the limited dividend next, the 
hand-me-downer apartment house next, and then the 
current supply on top. I think that we are making 
very real progress towards this. 

THE CHAIRMAN: And also aside from that, 
you have the older houses in the central areas of 


the city which become accommodation of a similar kind; 
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sometimes they are rented, but generally I think 
they are probably well rented today? 

MR. MANSUR: In the core of Toronto as at 
1960 the free standing individual houses, other than 
apartment houses, showed 56 per cent home-ownership 
and 44 per cent rental. 

THE CHAIRMAN: 56? 

MR..MANSUR: Yes, 56 per cent home-ownership. 
By the "core" I mean Bloor to the lake and the Don to 
Bathurst. 

THE CHAIRMAN: And in most of these places 
they keep roomers? 

MR. MANSUR: Yes. 

THE CHAIRMAN: And they help to pay for 
family expenses out of that additional income. That 
is the explanation of many of these? 

MR. MANSUR: And there is a fair measure 
of multiple occupancy in that area. It is not as 
high as one would have expected; that was one of the 
surprises in looking at that core. I had expected 
to see a level of multiple occupancy three times 

about 
the rest of Toronto and it only rums/one and and one- 
half times the rest of Toronto. 
THE CHAIRMAN: I don't believe that there 


are any main points which I wish to cover in addition 
to these questions I have put to you. However, you 
do say that you are going right down to the basic 
problem of the desirability of home-ownership without 
sufficient financial resources? 


MR. MANSUR: Yes. 
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THE CHAIRMAN: I think perhaps you have 
covered that already. I don't think I have any 
further questions. 

COMMISSIONER BROWN: I would like to amplify 
this comment you make that you thought it too difficult 
to arrange some sort of financing along the lines of 
F.H.A. for this portion of the housing that came within 
the areas where conventional mortgages of 66-2/3 per 
cent were available now. Were you visualizing full? 
insurance or some method whereby under N.H.A. it would 
be additional to bring it up to 80 per cent, and how 
practical would this be? Would this reduce some of 
the administrative costs of doing it direct ly.on 
a full basis? In other words, if you made the 
Pee ton he; availability.or the 66-2/3 per cent 
conventional mortgage, and then insured something 
above that? 

MR. MANSUR: Mr. Chairman, my remarks about 
this not being a eee skebeee in financing existing 
houses in area one, and whether lack of mortgages was 
decreased in the better part of area two, or all of 
area two, if you like, is, of course, subject to 
whether we can find a sufficient flow of mortgage 
funds to justify such a move. Now, you will recall --- 

COMMISSIONER BROWN: You are answering 
my next question at the same time; that is fine. 

MR. MANSUR: You will recall that this is 
not a new subject, this has been going on as long as 
I can remember, whether it‘’would be desirable to 


the aM: : 
adopt/F.H.A. technique to finance existing houses. 
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In my day, the two arguments against it 

2 were that if the financing of existing houses were 

S| made easier, then this would have a very great 

4| inflationary effect on the price of existing houses. 
5]/ This judgment, Mr. Chairman, was taken at the time 

6 when our multiple occupancy rate was over twice what 
7 it is now and when. there just were not any houses 

8 for sale at all. Navertheless it was taken at 

9 that time because it was felt that the price of the- 


existing houses was just far too high. 


il The second reason wasthat the government 
ai of the day didn't like the idea, because we 

: were struggling then as we are struggling now trying 
14 


to find a sufficient flow of mortgage funds. 

15 istorically these are the ae reasons and I suggest, 

16 Mr. Chairman, that these two reasons are just as 

17 pertinent today as they were ten years ago. 

18 Now, I would put different emphasis on 

19 the inflationary aspects of the existing houses than 
20 I did then for the reasons which I mentioned earlier, 


21 but nevertheless I think that these are two good reasons 


tor noo “Coing Tit. 
wl Now, there are reasons for doing it and 


this Commission has listened to reasons on ena off 


for quite a while. Somebody must take 


a judgment as to whether this is a good idea having 
regard to what does it do to our flow of mortgage 
funds. 

Answering your question more specifically, 


I don't think it matters much whether you insure the 
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i top end or the whole of the mortgage. 

2| In the N.H.A.at the moment everybody 

3 talks glibly about the whole loan being insured; 

4 the whole loan is insured, but if there is insurance’ on 
5 top 25 per cent I can hardly visualize a 

6] set of circumstances - unless we have 4 repeat of the mid 
7 30's -- where the insurance on, say, the top quarter 
8 is very different to the insurance of the mortgage 
9 account as a whole, so that --- 

10 COMMISSIONER BROWN: For instance, Elliot 

i1 Lake? 

12 | MR.MANSUR: In the 

13 Elliot Lake issue werethere reasonable. selection 

id used by the managers of the insurance fund, they 

15 wouldn't insure houses at Elliot Lake. 

16 This is where the social implications 

17 start overlapping the financial implications. 

i8 In the’ States* the sF. HVA. 3 Lesugeest, 

19 takes a strong line; . it just will not be pushed 
20 around, they are running an insurance fund and they 

21] are not running a social agency and they stay very 

Sen) 6 6farm about.dit. 

23 Since the Elliot Lake experience there 
24 have been certain other loans made in company towns, 
25 I think I mention in my brief that sometimes 

26|| there is a hiatus or a gap in this area until 

27 the company of the company town assumes some 

28 responsibility to give some guarantees on mortgages for 
29 housing. 

0 that is done, then I suggest to 


Now, if 


ef 7 
ei 76 ssege = S's, ch) see tay @ es onetemmott| te 
: ‘ (re 
~otGsep qov BT .Vs4 «tho eooeecent oft. tet ee 


saayeTen add Go enmtestdt ta ct JS 20 TSRD vay “a 


; TaSnEue 1 wade: .egdd at. gpl! 


A SuLgivety <aret eS 


so® 


a] 


b— feat 2& «sion Ss ee sau oD 
oh 


4 


bel 
Tuwtile \wonasect TOL Se Seo LoereeS 1 


St: 8. CA at 
fultSelse sidengcset eredtsts) sueel Saad 
4s , Smath eonetwagt .me "So deepen 6ee ee 


Ae Toliiz ey. aeavs ss0snt + obtue 


sentient fae spares ead erlqqelys ee a a oa 


BOUG, av Jou Liiw gout ot pSall wiowt2- Bee 
Yew of6 Gon seaiswent 4S witasen ets Yous a 
(ese yen! oe vores Lebooe «eto aon one 


stt dpods, mek : 


i 
- ody a bn rer f « tis - ' i 
Wc! pemgo gl claw smtol tudee eles need mv 
. ud 

soitv ager tad¢ telco ye ub Hold ZF Meta T | 
St8idu, iihavarna il med ne eutend Paes 

anoE eaiuzee rari eornqgegs ae » panei 


ace Gg Me Best ot says) Smee eee od 


; | ae ie 


A Y - * 
7 eau eon ta 


ion 
7 
_ 


al — = « or of * ie 
ord, Sais TSCKS ssu 2 Let 


e 


Nethercut & Young - 6154 - 


Toronto, Ontario 


you that the insurance of the top 25 per cent is 
equivalent to the insurance of the whole. — it 
admit your point, Mr. Brown, and the point. 
has. to be faced when any scheme is introduced, but 
Ido think that the difference is more of form than of 
Substance between the two. 
COMMISSIONER BROWN: I was thinking 
also, would it simplify the administrative problems: 
in having to have people go around and value houses, ~ 
and so forth, if it were based on sombody else's 
evaluation and their willingness to loan the 66-2/3? 
MR. MANSUR: Well, I can only answer 
you that I don't think that it makes any difference A 
because if I had any responsibility for the fund 
and I was insuring the top 20 or top 25 per cent of it, 
IL certainly would want to have a look at the risk 
before I started to put any insurance on, whether 
it was 100 per cent or 25 per cent because, as I ; | 
mentioned earlier, in most cases I look upon the 25 
per cent as being the same thing as vue 100 per cent. 
COMMISSIONER BROWN: One oo stares 
the F.H.A. practice. Do they insure loans on existing 
houses where no sale is involved? 
MR. MANSUR: Yes. 
COMMISSIONER BROWN: Thank you, that 
is all I have. 


COMMISSIONER MACKINTOSH: Mr. Mansur, 


we perhaps now should go back to the beginning of 


your brief where you list a number of gaps or something 


which I think you called -- I forget what your term was, 
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1 but I think it was "areas of sluggishness", and the 
2 irst one I got was this one you have been talking 
3 about, the isolated or company towns, and I took 

4 it from what you said that your view is that this 

5 is a problem that can be met, but can only be met 
6 if the company involved takes its reasonable share 
7| of the risk or takes extra risk. 


8 -Then you mention the gap in respect 


9 of new sub-standard or owner-labour houses, and you 


10 Suggest, I think, that on the whole this has to be 
11 left to local resources and local solution. In what 
12 Sense are these houses sub-standard? Are they 
13 Sub-standard as financial risks or are they socially 
14 sb-standard? 

15) MR, MANSUR: What I had in mind, Dr. 


16 Mackintosh, was that they were sub-standard as a 


17 structure and they might be sub-standard as to 
18 layout.. Iwas thinking particularly of sub-standardnegs 


19 in relation to the physical qualities of the house in- 


20 cluding any land qualities that are there such as being 


21 smack up against a railroad track. 

COMMISSIONER MACKINTOSH: Then the 
implication is that they are therefore sub-standard 
as financial risks? 

MR. MANSUR: No, I don't think they are 
sub-standard as financial risks, Dr. Mackintosh, but 


I mentioned a bit earlier and it was mentioned this 


morning that the operations of Central Mortgage 


as a residual lender had pretty well removed the 


gaps that were existing provided that the 
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house.-meets their standards, 


Now, if the house doesn't meet the standards 
of Central Mortgace, then this gap exists. The two.» 
main categories are.'those houses that do. 
not meet the structural requirements and houses 
where equity is very hard to identify. These are 
the two main categories. r H 


I think there is a remedial..sydteni; Dr. Mackintosh. 


i think we ean find a method of doing it if 4t°is:: 
felt that the gap was large enough and acute enough; 
I think there are ways of doing it, and a way was found 
in Nova Scotia to do it and there is no gap in this 
field in Nova Scotia. 

COMMISSIONER MACKINTOSH: How did they 
BO 2G Ghere? | 

oR. MANSUR: The Nova Scotia government 
is rather more friendly disposed to co-operatives 
than certain other governments 


the Nova Scotia government has sponsored 


co-operatives for quite a number of years. 


To over-simplify it, the arrangement was 
that the Nova Scotia government borrowed money from 
Central Mortgage and re-loaned the money to the 
co-operative and provided the supervision required 


in that co-operative, and although theoretically the 


standards of these houses -- the physical standards: -- 
were up to N.H.A. requirements, IL don't think that 
the Nova Scotia government Would ‘have their loan called 


if there happens to be less than 10 per cent glass 


‘area in one of the bedrooms, I would guess there: / 
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was just.,a bit of latitude in the Standards in z 
connection with that operation. 

COMMSSIONER MacKEEN: You know that the 
government of Nova Scotia had to step in because the 
experience of the ordinary loaning companies was.so 
unsatisfactory they didn't want to make any further 
loans to these bodies? 

MR. MANSUR: yas. There is the very great 
aifficulty with standard mortgage practice where there 
isahigh content of owner*labour. 

COMMISSIONER MacKEEN: You mentioned that 


that has been the experience, there has been a falling 


out between the groups; they have become non-co-operativ 


MR. MANSOUR: But there were one or two 
projects dn Halifax that were highly successful under 
this arrangement. 

COMMISSIONER MacKEEN: A second-class house? 

MR. MANSUR: Yes. 

COMMISSIONER MacKEEN: Not the owner-labour. 

COMMISSIONER MACKINTOSH: The credit unions 
have done something in this field, cae they, in 
nearly, all the provinces? 

MR. MANSUR: ves, the credit unions are 
in this field and, as I mentioned in my memorandun,. 
the Caisse Populaire -- which is really in the same 
category -- really took this type of housing under 
their wing within their respective parishes. 
when I was in Central Mortgage we never used to hear 
much from the province of Quebec on this problem 


because it was so well looked after by the Caisse 
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Populaire. This is equally true on what.other things 
in’ the housing field; we had less trouble 
in Quebec than the other provinces, 

COMMISSIONER MACKINTOSH: Well, in this 
particular part of the brief you set out some 
historical periods and characterize our present 
phase as the one in which we have changed from a 
seller's to a buyer's market. Do you look on that 
as a long continuing phase, some place which we have 
arrived at and will likely continue in, or is it 
a preliminary to another phase, or do you believe that 
one” Leenagers”’ will take us out of it shortly? 

MR, MANSUR: No, of course that is nonsense; 
it is comforting, but nonsense just the same. I 
hesitate with you of all people,to make any forecasts 
about the future. 

COMMISSIONER MACKINTOSH: Iam not pressing 
you to go further than you want to; I Simply wanted 


to know-how far you did go. 
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MR, MANSUR: I believe that the backlog of 


need resulting from both World War II and the depressed 


years of the thirties has been reasonably made good 
in absolute quantities, having regard to the cost- 
income relationship. 


Now, if houses cost half what they do at 


the moment, then obviously the effective demand 
would be there in very large measure and I taneide 

we would be right back to where we were, say in the 
late forties. But having regard to the present cost- 
income relationship, I think that our housing supply 
has reached a relatively happy state of balance. 

By saying this, I do not mean that our housing 
Situation is satisfactory for everybody, but I do 
think that the more pressing of the Shortages have 
gone, and Aaa they have gone to a point that we 
have moved into a buyers! market; and, as I mentioned 
in my. memorandum, I think that the tremendous rush 
of Bee ane in 1958 may not have caused it, but it 
certainly showed that the change had taken place. 


As to the future, I think that a revivalof buoyancy 


in effective demand for housing depends very 
largely Veee business conditions. After all, 99.5 per 
cent of all houses are sold to males who are employed. 
Now, in the first half of the fifties the increment 
to our male labour force was about at the rate of 
75,000 4 year. In the last five years it has been 
about at the rate of 25,000 a year. I think the 
housing market now shows some relief from the 


4 Inere ve 
pressures of a substantial increase in the labour force 
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by those people who both can and wish to buy houses. 

If economic circumstances change, become 
buoyant to an extent that we resume an annual increment 
of 75,000 males in our labour force per annum, then 
I think there will be a revival of the demand for 
housing. But I do not think, if we have a continuation 
of an increment of 25,000 a year, that we are going 
to see a very buoyant demand in the housing field 
until the change takes place. | 

Let mé move on to the next question, this 
explosion of marriages that we are supposed to have 
about 1955 or 1956. They can explode and marry just 
about as fast as they like --- 

THE CHAIRMAN: You mean, 1965 or 1966? 

MR. MANSUR: Yes, 1965 or 1966. They can %&. 
explode and marry as fast as they like. Unless the ™ 
male member of this marriage has a job earning, in 
the Toronto area, something about $2.60 an hour, he 
fs not going to buy a Nose. ‘That/is aboutnthe cute 
off figure in Toronto. It would be lower elsewhere, 
but nevertheless, not much under $2 an hour anywhere 
ese: 

T have: the feeling that much more 
important than the marriage rate is the employmmt 
of married men. For instance, to give you an extreme 
example, Dr. Mackintosh, in the year 1933 there were 


65,000 marriages and there were 14,000 housing starts 


Our post-war experience has been that the housing 
starts have run slightly over the marriage rate. 


We can have a situation where the marriage rate far 
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- exceeds the amount of housing starts, Does that answer 
- your question? 

3 COMMISSIONER MACKINTOSH: Yes., 

4 THE CHAIRMAN: We will adjourn for five 

5 minutes. 

6 

4 --- Recess, 

é COMMISSIONER MACKINTOSH: We will resume. 

9 The Chairman is unavoidably absent for a while. I 

10 would like to continue eee another of the problems 

~~ which your brief raises, Mr. Mansur, the fluctuating 

= flow of mortgage funds from the institutional lenders 
13 Peeve Nena. and conventional fields, To what extent 
14 does this arise mainly or entirely from the fixed or 

15 spasmodically adjusted rate of N.H.A. lending, and 

16 to what extent does it arise from other factors? 

17 MR. MANSUR: By "rate", do you mean interest 
18 rate Mr. Chairman? . 

os COMMISSIONER MACKINTOSH: Yes, interest 

oi rate. 

+ MR. MANSUR: Mr. Chairman, I think that 

Ba perhaps the best example is to use the most recent 

23| one. In 1959 we had a bit of monetary chaos or a 

24 period of restraint in the monetary field, however 
pS it is best described, and lending stopped at that time. 
ei in December, 1960, the interest rate was moved to 

Bel 6 3/4 per cent, at which time there were about 100 basic 
= points difference between the five halves of seventy- 
29 One hundred basic 


five and the N.H.A. maximum rate. 


points is not sufficient to induce lenders into the 
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this change in the N.H.A. rate in pecsaren 
1960, was accompanied by a fortuitous improvement in 
the bond market, so that about April or May, when the 
Snow had gone, we had a spread of about 150 basic 
points between the five halves of seventy-five and 
the maximum rate of interest under the Noah ens 
Spread, which was quite Satisfactory, ranged up to 
almost 175 basic points immediately prior to the change 
in interest rate from 6 3/4 to 64 per cent on November fa 
1961. 

The reduced maximum interest rate under the 


N.H.A. still showed about 150 basic points Cit enenc co. 


and the lending continued uninterrupted though the 
interest rate was changed. | 
We went on from there until about June, 1962 | 
with the number of basic points ranging from 150 ‘down | 
to 130; I think it got down to about 120 without any 
great change in the rate of N.H.A.lending. 
Then the circumstances of* June, 1962, occurred 
when we got down to about 90 basic points, at which time 
etl the lending institutions departed. The situation 
Since then Bee been an improvement in the bond market, 
SO that presently there are about 130 basic points 
Showing 4Sa differential. heres ie e cere 
nosing around by some of the lending institutions who.are 
not active in the manket eeeeue moment, perhaps anticipating 
that the bond market will improve. I suggest that they wijl 
be back in the market when 150, maybe 140 basic points 


Show between five halves of seventy-five and the maximum 
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rate of interest. Does that answer the question? 

COMMISSIONER MACKINTOSH: Yes. 

COMMISSIONER MacKEEN: May I ask a question? 

COMMISSIONER MACKINTOSH: rey 

COMMISSTONER MacKEEN: Would you attribute 
that entirely to the spread between Dominion bonds 
and the C.M.H.C. rate, or would it in part be due 
to the fact that a lot of the lending institutions 
were, at least temporarily, tight on money themselves 
and were not investing in .N.H.A. mortgages? 

MR. MANSUR: No, I think it was entirely 
a differential in rates, The life companies ‘seemed 
stuffed full of money, Immediately they left the 
Wins As -sector for reasons ‘of this too narrow spread 
there was a very marked upturn in conventional lending. 
Pithinkyitewas entirely a matter of the NA. Ase rate 
being’ unattractive. I could see no evidence at all 
during this recent unpleasantness of the life companies 


being short of funds. This was not true of some 


of the other lending institutions, though. 
COMMISSIONER MACKINTOSH: Is there a solution,| 

or atileastan accommodation to be. foundis im) either 

a fluctuating rate for N.H.A. or at least a more 

rapidly changing rate? 


MR. MANSUR: Mr. Chairman, I think that 


in evidence given .--' I think, by Central Mortgage 
this morning, although it may not have been -- there 
seem ta: be three courses. One is the present one, of 


a very fixed rate, and the other is to enter into 


a system of discounts after the fashion of the NVAA., 
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ij} and then there is the mid-course -- 

2 COMMISSONER MACKINTOSH: You mean, F.H.A. 
3 MR. MANSUR: F.H.A., I am sorry. Then 

4. there is the mid-course of trying to Pees and 
means of having the N.H.A. maximum rate reflect 
conditions rather more current than has been the 
experience to date. 

I think a continuation of the present 
arrangements are quite unsatisfactory unless Something 
could be done to keep government from forgetting all 
about this at most important times, and I despair 
of «that. 

The othér extreme is: the FP. HoA. woe i 
suggest to you, Mr. Chairman, that the discounting 
of mortgages makes the maximum rate of interest 
as set by government absolutely meaningless, as indeed 
is the Congressional rate in the United States right 
at the moment. I mean, when you get all these Congress 
men sitting around and deliberating long and earnestly 
as to whether this rate should be 5¢ per cent, and 
in Seattle you see 5¢ per cent F.H.A. 203's selling 
at 93395, you wonder what Congress spends so much 
TAME: sory. tit ator’. So I would hate to see the system 
of discounting introduced in Canada. I may say that 
the whole discount proposal was looked at very care- 
fully by the government at the time the N.H.A. changes 
were made to the legislation in 1954. It was 
felt that the evils that accompanied the discount 
far outweighed the advantages of the discount, and 
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that was not forgetting that there was the advantage 
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of the flexibility in the discount arrangement. But 
these things were weighed, and weighed very carefully 
with as good advice as ‘could be found. | 

ro-tnat I feel s discount system is absolutely 

after 
unthinkable until /some mid-course has been explored. 

I think there are ways and means of finding 
a mid-course that would meet most of the need. It 
Mignone not .be perfect, but for goodness Sakes, we are 
not looking for perfection as an alternative to what 
we have at the moment. 

COMMISSIONER MACKINTOSH: This Commission 
has already given that up. 

MR. MANSUR: = Cota there are ways and 
means of doing this; but, mind you, as i mention 
Paomy brief, Jt “is much more comfortable for govern-— 
ment not to be mucking around with changes in interest 

rates at any time; it is much more comfortable 
for them to sit under a discount arrangement, because 
they are at real arms! length ° : and do not get 
into any trouble. 

But LL. think the proper ning to ao 28 for 
government or its agents to continue to control this 
rate with some sort of an arrangement which is con- 
siderably more flexible than the present one. I have 
some anova ; vs but I rather hesitate to 
suggest. government policy, or anything that might be 
Suitable, because I ‘think there is rather more chance 
of it coming into effect if I do not suggest it. 

COMMISSIONER BROWN: Perhaps you. should 


suggest things that you do not recommend. 
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MR. MANSUR: I think that would be a more 
reasonable course. However, at the risk of com- 
pletely killing it by suggesting it myself -- 

COMMISSIONER MACKINTOSH: Then we will take 
it that this is the suggestion of one of your friends. 

MR. MANSUR: Yes. I think one might look 
at a formula something like shis:. I think that the 
N.H.A. rate should be set every quarter, and I think 
that the progress advances which are made under N.H.A. 
loans should bear the interest at’the rate for the quarte 
in which they are outstanding, and the changed rate 
for the: next quarter would be applicable. I think that at 
the time 

fof the sale of the house, the long-term mortgage rate 
Should be’ the rate then current; and further, as 
the fourth step, the interest rate should be applicable 
for ten years, and that to the extent that these 


mortgages are existent ten years after the closing 


date, then they would bear interest after that.ten:years.! 
at the rate current at. the end of the ten year period. 
| This isenot all new. Jie realize wav .in 
sounds radical. My fourth point was exactly what was 
done under the old Dominion Housing Act. The rate 
was for only ten years. 
COMMISSIONER MACKINTOSH: My information 
is not enough on this point. Does this contravene 
the principle that the borrower ought to be able to 


refinance after five years? 


MR. MANSUR: No. I would think that 


amendmentscould be made in the Interest Act with 


good effect, but apart from that, just leave the 
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Interest Act as it is at the moment. The borrower has the 
right of repayment at the end of three years, with 

three months' bonus of interest, which at the present 
rates is something Slightly in excess of 14 points. 

In the case of rental properties there 
is no right of repayment until the end of ten years. 
I would suggest that the terms might stay just as 
they are and that the interest rate on that mortgage 
should be subject to a recasting at the end of the 
tenth year in accordance with the interest rate then 
existing for new N.H.A. loans. 

COMMISSIONER MACKINTOSH: But with a right 
of prepayment maintained? 

MR, MANSUR: Oh, yes. 

COMMISSIONER MACKINTOSH: I see. 

MR. MANSUR: Yes. 

COMMISSIONER MACKINTOSH: That is what I 
did not understand. 

MR. MANSUR: Yes, Mr. Chairman. it is much 
in the way that home ownership becomes operative at 
the end of the third year. 

COMMISSIONER MACKINTOSH: Yes. 

MR. MANSUR: Mr. Chairman, I think that 
a great deal too much has been made of this short- 
term nature of the N.H.A. loan and the three years 
redeemable at 1013. This gets into bond parlance. 
After all, the holders of these mortgages have not 
just one little bit of paper in their hands about 
which they are frightened to death that somebody is 


going to pay off at the end of three years. most of the | 
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lenders have thousands and thousands of these -mortgages., 


Really what we are talking about is not the right 


of repayment in full at the end of three years, although 


it would appear that that was what we were talking about, 


looking at 


/ one instrument; what we are talking about is a certain 


flow of capital repayment in addition to the regular 
principal repayments to the regular amortization 


schedule, 


I just feel there has been over-emphasis 
on this "one instrument" as against the thousands of 


instruments that are in the hands of the lenders. 
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COMMISSIONER MacKEEN: If there were a marked 
difference in the interest rates -- let us say, they 
fell by an appreciable degree -- the loans would be 


paid off and refinanced somewhere else. Certainly, 
we have had that experience in conventional mortgages. 
MR. MANSUR: There seems to be a tremendous 


inertia among borrowers. I can remember being in the 


mortgage business in the late 30's where theoretically 
this should have happened to every loan in our portfolio 
because interest rates had reduced. With that company 


we spent a lot of time and energy trying to get 


borrowers to come into the office and sign a renewal 
agreement at a lower rate of interest. I don't think 
anything has yet been proven as to the manner in which 


refinancing will take place in a declining interest 


rate structure. 
COMMISSIONER MacKEEN: Perhaps we are more 
Susceptible in Nova Scotia. 


MR. MANSUR: Refinancing has certain 


problems.. The borrowers have got to go through the 


rigmarole of putting on a new mortgage, This is 
going to cost them, depending on how fortunate they 
are in the selection of Shy eee somewhere around 
one and a half per cent. It will cost them one and 
a half per cent bonus to get rid of the existing mortgages, 
so there 

f 28 six months interest the owner is going to have to- | 
pay. Then) I think it is probably the case that. 

if the interest rate structure got too far outof line : 

the lending institutions, themselves, would offer 


a reduced interest rate. This has happened before and 
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I think it will happen again. 

COMMISSIONER LEMAN: But that risk of 
acceleration still makes an N.H.A. loan inappropriate 
on a retail basis for a small investor holding three’ 
or four? 

MR. MANSUR: Oh, yes. I don't think one 
can reasonably anticipate any set of circumstances where 
these will. be. owned privately by individuals. I 
don't think they are a suitable instrument. Unless 
there are special circumstances, like a large estate, 
or even a small estate where the trust company arranges 
a take-out, I don't think we will see very much of 
this in the hands of the private individuals. They 
have had this arrangement in the United States for 
some time where FHAtscan find their way into the 
hands of private individuals and it has never been 
very effective. 

COMMISSIONER MACKINTOSH: In this area of 
the intermittent lender, the banks have had an important 
place, I ‘suppose partly because of the ceiling Interest 
rate for banks: would you think this was an important 
problem to solve? That is, the banks have an important 
function in this Mier of their branch system. 

MR. MANSUR: Yes. 

COMMISSIONER MACKINTOSH: And the only 
institutions ries really cover the country. 

MR.MANSUR: I am very enthusiastic about 
the banks coming in. As I mentioned in my brief, IL 
think they have firstly the organization, the like of 


which we don't havein anything else in the country; 
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and the second thing is, I don't believe that the 
increments in savings should have the complete insulatioy 
thrown around them that they did prior to 1954, and 
which was re-accomplished in 1960. 
COMMISSIONER MACKINTOSH: On the other hand, 


would you agree that even assuming the rate problem 


was wiped out that in a period of tight money the 


banks are likely to give priority to what you might 


call their working capital customers -- commercial 
eredit? 

| MR. MANSUR: I think we have had a very 
good example of that in the various periods of monetary 
restraint. The banks withdraw, for reasons, I 


believe, other than interest rates, certainly with 


the 6@ per cent interest rate established. I can hardly 
believe interest rate was one of their reasons for 
Wishing to get out of the mortgage business. It 

was undoubtedly lack of funds that made them want to 


get out. As I understand the matter, the old legal 


opinion that was put forward by the bankers in 1954 was 
kind of dusted off and brought back into being. At 

this time the opinion happened to suit government, that 
this dusted off opinion should be applicable, which held 
that they could not operate under the Housing Act 

by reason of the Bank Act. This happened to suit government 
at the time for the wrong reasons, and ane banks just 
departed. In my view I don't think there is any more 


reason for the banks to be out of the N.H.A. 


business today than there was when they went into 


it in 1954. But this is just my opinion. 
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COMMISSIONER MACKINTOSH: You mean because 
of their legal position? | 
MR. MANSUR: Yes, this legal opinion is 
the same reason why they said they would not: 
come into it in .1954, The legal opinion was looked 
at by the law officers of the Crown and the law officers 
of the Crown said "nuts." About two days later the - 
first bank came in and made twenty loans, and then 
all the other banks rushed in at a tremendous rate, 
and somewhere in the shuffle the legal opinion got 
lost. 
COMMISSIONER BROWN: But this was all below 
the legal ceiling, wasn't it? 
MR. MANSUR: Yes, but the point 
is that the Housing Act says, "... notwithstanding 
anything contained in any other statute, the banks 
Maye... THES point was just as valid at the time 
the banks came into the business in 1954 as it was 
at the time they departed, because .one'of the 
sections of the Bank Act says they cannot 
lend at over.6 per cent. 
COMMISSIONER MACKINTOSH: In the absence of 
the Chairman I forebear to make any judgment on this. 
MR. MANSUR: But, answering your question, 
I think it would be a great thing when the banks get 
back into this because I think it provides a coverage. 
I think it is a great tagedy that Central Mortgage 
and Housing has to look after all the outlying areas. 
I think we are building trouble for ourselves, and 


as soon as we get in a position where lending under 
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Terente, Ontario 
the National Housing Act emanates from the private 
sector, the better for everybody. 

COMMISSIONER GIBSON: Leaving aside the 
legal question, you did say earlier there was a 
monetary problem. 

MR. MANSUR: Yes. 

COMMISSIONER GIBSON: And even if there had 
not been the legal question, there was still a monetary 
question: you agree with that? 

MR. MANSUR: Oh, I agree completely that the 
banks did the right thing for the wrong reasons. 

COMMISSIONER GIBSON: But you know what the 
problem is? 

IR. MANSUR: Yes. 

COMMISSIONER GIBSON: They only have so 
much money, and so many demands on them. 

MR.MANSUR: Yes. 

COMMISSIONER GIBSON: Have you any suggestion 
as to how to cope with that problem? 

MR, MANSUR: No, Mr. Gibson. I have no 
quarrel whatsoever with the stand taken by the banks 
on account of the position they found themselves in. 
at that time. I have no quarrel with that av all. 

I think they took the only steps that could be taken, 
but I would have been more satisfied in my mind, at 
least, if the real reasons had been given at the 
time rather than a dusted off 1954 opinion. 

COMMISSIONER GIBSON: But I wasn't asking 
hought they were right or wrong 


you so much if you t 


in any broad sense, but what you thought could be 
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1 done about the problen, 

2 MR. MANSUR: No. I think, Mr. Gibson, that 
3 the capital pie is only so large. I would not go so 
“= far as to suggest that there Should be a segregation 
L. of uses of notice deposits in the chartered banks. 

6) I don't think you can remake the system... I think: 
7 if we were starting all over again we might have a’ 


ave 


8 iittle different set of circumstances, but I don't 


9 think you can unscrambie the eggs. Neverthéless, 
10 I do feel the banks control a large part of 
il personal savings -- I have absolute confidence in these 


12 banks doing the proper thing at times when they are 
13 able to do it, and the latter part of 1960 was not 


i4/ a time at which they should. or could have made N.H.A. 


15 - loans whether there was a Bank Act or not a Bank 
i) “peter 
17 éat+@ver the 


18] course of the last few days, Mr. Chairman, Ihave rather 
19|| gathered the impression from some of the representations 
20 made to you that housing, because it is so sacred, 

21 should not be subjected to any restraint. 16 Chink 
-- this is quite wrong. I think housing must be subjected 
23 to monetary restraint when all other sectors of our 

24 economy are being subjected to monetary restraint. 

oa However, that is a far different thing from saying 

26 that the most important sector of our personal savings 
27 should have this cloak of insulation around it against 
28 what I think is a very legitimate use for such long- 


29 term savings. 
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Terente, Ontario 
and downs in monetary policy with some degree ofr 
intermittent participation of the banks in this field, 
quite regardless of the rate, 

COMMISSIONER GIBSON: I would like to ask 
another question in the area you are raising, Dr. 
Mackintosh. You made clear that you didn't like the 
idea of N.H.A. mortgages being negotiated at discounts, 
Mr. Mansur. 

MR. MANSUR: Yes. 

COMMISSIONER GIBSON: I would very much 


appreciate it if you would elaborate that. I am not 


quite clear as to your reason on that. 


MR. MANSUR: Well, I believe that one of 
the greatest accomplishments over recent years in 
the mortgage business is the elimination of regional 
interest rate differentials. I admit there are some 
small regional differentials still existing, such 
as in the Maritimes, but generally speaking.these: 
regional differences waieh were so pronounced prior 


to World War II have virtually disappeared, and I don't 


think this is only in the N.H.A. sector. I think this 

has been in a pretty broad sector. If the system 

of discounts was introduced, I have a feeling that 

we would re-introduce regional interest rate differences 
and we might find N.H.A. loans which were par in 

Toronto going for 94, 95 on Vancouver Island and 

maybe 96 or 97 in Nova Scotia, and I don't think this would 
be good. I realize you can make a case for it on 

pure economics, but I think there are some advantages 


to be gained in a country such as ours, that spreads 
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out the way it does and has the Sharp regional distinctions 


anyway, to eliminate the regional distinction in 


matters of this kind. 
The other thing that I believe is true 
‘in a case against discounts is that this gives the 


lender quite a leverage against the borrower, 


particularly in times of monetary restraint, and I 
just don't believe that even the lending institutions 
Should have Such a lever to be used against 
the builder ’-- and, in the final analysis, it is not 
Peasnee vie bULlIder at all’3 "It £8 aeainse the 
home-owner. 

My next point is this: there has been a 
tremendous to-do in the N.H.A. in order to keep the 
down-payments down to a reasonable level. As soon 


as you introduce a system of discounts, the whole 


discount goes on the down-payment, which I don't 
think is very desirable. 
Then, my final point is that I question 


the propriety of a government-supported insurance 


fund providing the same insurance for a loan with 
effective yield, say, one per cent higher than other 


loans, 


I think these are the reasons why I do not 

favour the introduction of the discount system, and 

I may say, Mr. Chairman -- and this may be improper -- 
the government spent a lot of time 


considering this very point at the time the 1954 


amendments were introduced into the Act, and the 


very best advice that could be obtained by the 
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government at that time strongly suggested to them 
that even the inflexibility of a maximum interest 
rate was. better than a system of discounts. I do not 
think, Mr. Chairman, there is any need to cneeeacae 

a discount system to achieve enough flexibility in 
the interest rate pattern to serve the purposes that 
have been suggested before this Commission. 

COMMISSIONER GIBSON: Could you have a free 
rate without a discount system? 

MR. MANSUR: No. I think, Mr. Chairman, 
that gets over the down-payment problem, but I question 
the propriety under a National Housing Act of having 
different interest rates,. I also think that it 
places an uncomfortable lever in the hands of the 
lender as against the borrower, The trouble is this, 

the lender is dealing in so many cases not with 
the eventual borrower. He is dealing with the middle-man 
in the form of a merchant builder, and as long as: the 
merchant builder feels he can pass this on to the 
home-owner, then he is not too interested in what:.the 
interest rate is or what the discount is or anything 
elec. 

COMMISSIONER GIBSON: So you think it is 
an-imperfect market, and that the borrower needs to 
be protected in this case? 

MR. MANSUR: That is right, because the 
borrower, the man who is going to pay the freight 
for twenty years,is not in the picture 


at the time this transaction takes place. 
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COMMISSIONER MACKINTOSH: Any other questions? 
COMMISSIONER GIBSON: Yes, I have some | 
questions. 
COMMISSIONER MACKINTOSH: I have finished 
with mine. 
COMMISSIONER GIBSON: Going on to the portion 
in the memo under "Flow of Mortgage Funds" I would 
like to ask you a few questions running through this 
section of it. 
You open up by saying that the housing 
sector has been the weakest borrower in the capital “ 
market and that it is supported by government, and 
the reasons which you give seem clear enough. I wonder 
if you would say a little more about how .this developed? 


For instance, in about the 20's we managed to finance 


quite a lot of houses and the country wasn't as rich 


as it is now. Have our institutions changed? Have 


our ways of doing these things structurally changed 


so that there is a big gap here? You give us no 


background on this. You mention, for example, that 

there is a lack of local institutions in this business, 

comparing Canada with the States. - 
Now, my thought on the subject -- at least, 

I think it is true -- is that a great deal of this 

mortgage business in the 20's and before the First 


World War was done through local lawyers and other: 


days this has dried up and this is one of the gaps 


individuals in the local communities, and in these | 
which you are trying to fill? | 
| 


MR. MANSUR: Let us go pack a little further. 
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1} Tet us go back to 1914 — which is a good place 
2 to start from. 
3 In 1914 the income earning investments of 


4| the wealthy farmer and the wealthy local man took 


5 the form of\ mortgages. I think I am correct in saying 


6 that a bond or debenture was unknown in Canada in 


7 1914 save for the governmental transactions with the 

8 British government. Then, the first war came along 

4 and the first Victory Loans came in, starting I think 
. in 1917 

7 At that time there started an education of 
= the Canadian people towards our ultimate role of being 
13 


coupon “clippers. 

COMMISSIONER BROWN:: Are you speaking 
BOr Tab Of ey 

MR, MANSUR: Those of us with any money. 
Then we come into the 20's, and although bonds were known 
| 


‘they'-were’ a pretty restricted sort of thing, 


Mortgages and being the owner of real estate was still 


a pretty important sector, But the bond boys found 
out that they really had an instrument that could be 
Ssold.: .. .1.. Marketability, the ease of transfer and 


all the other things that go with bonds and debentures 


started to come into their own.: There: is no question 


at all botthat a bond or debenture is a more suitable 


instrument of investment than a mortgage, I think 


it was at that time that the swing started to take” 
place from mortgages as being thepopular form of 


investment, into bonds. I think historically, Mr. 


'% vouch for 


Gibson, this is the reason for it. I can 
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it, but that is what I think. I just think that 


the bond boys came out with a better mousetrap. 

COMMISSIONER GIBSON: In the later 
20's there was the stock market, too. 

MR. MANSUR: Yes. 

COMMISSIONER GIBSON: In other words, 
new financial institutions of a competitive nature 
have grown up, 

MR. MANSUR: Yes. 

COMMISSIONER GIBSON: You talk in this 
same section about the optimum volume of new starts. 
and you talk about the years 1949, 1953 and 1959 as 
being exceptional years and you say that the optimum 
volume of new starts was limited by the lack of funds. 
You mean this simply in terms of what you normally, 
regard as effective demand? These are years in which 
there were few funds? 

MR.MANSUR: By “optimum" in that sense 


I mean a quantity sufficient to satisfy the effective 


demand, and I think in the final analysis that is the 
optimum of Wpuetie starts at all times. 
COMMISSIONER GIBSON: Now, the burden 
of this whole discussion is that the intermittency 
of the supply of funds is .o.. ~. the central problem; 
that is correct, is it? 
MR. MANSUR: Yes, that is correct. 
COMMISSIONER GIBSON: What concerns you 
so much about the intermittency Ae the supply of 
Ts it that it raises the cost of housing, 


funds? 


that it interrupts the flow; what are the main features 
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in your mind that makes this intermittency objectionable. 


MR. MANSUR: Well, I think it is the impossibility 
of a merchant builder to get forward commitments to 
balance his activities .. That. reflects into the cost 
of the end product for the home owner. I think it is 
very unhealthy for housing starts to go to 168,000- 
in one year and drop to, say, 115,000. the, next. I 
just don't think that it lends itself to an efficient 
housebuilding industry and it seems to me that if there 

Mere, a1smOother curve 2: oyu. Lt would be a lot 
better for everybody. I think that it adds costs 
to housing to have intermittency. 

tf remember on one occasion, Mr. Gibson, 
when the supply of mortgage funds was particularly 
tight and the builders had to restrict the production 
of houses to a much lower level than that to which 
their organization was geared; they were left with 
no other alternative but to put a rather larger 
:price,-: on the house if for no other reason than to 


meet their overhead. This is not good, and I think 


it would be bad if a motor car manufacturer, for 


reasons of this kind, had to cut his production away 


many motor cars. 


down and all his overhead had to go against half as 
COMMISSIONER GIBSON: Isn't this a pretty 


competitive industry? .Can people get away with that 


sort of thing for long? Can they still do that? 


MR. MANSUR: No, I think the time that L 
refer to is the time when there was still a seller's 
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market; I think it is remarkable that the industry 
has changed so quickly to where the industry was able 
a year ago to absorb the whole sales tax imposed 

upon the Province of Ontario. , Far from increasing 
the prices, they were -reduced. I would :not have 


believed that it would be possible. 


Mr. Gibson, a lot of hard work was put into 


building an.efficient house-building industry -- 

which was insufficientat the end of 1945.. I. think +. 
that the house-building industry is probably not as 
mature as other industries and I think for that reason ~- 
it can stand some measure of protection in respect 

to the flow of mortgage funds, .Butto go back to 

the point which I made earlier, I don't suggest for 

a moment that there should be any insulation against 
periods of monetary restraint in respect to the - 
house-building industry. I think such would be sa a 
improper, and there have been traces of a suggestion 


along these lines to this Commission. 


COMMISSIONER GIBSON: I am ‘sorry, 
put I didn't get your last point; would you mind 
repeating it? 

MR. MANSUR: My last point was that although 
I make this comment about the wedi eb dined an 


evenness of flow of mortgage funds to get away from 


thése periods of sluggishness, I just repeated what 
I said earlier that I don't believe that housing 


should be exempt from the effects of periods of monetary 


restraint. 
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COMMISSIONER MACKINTOSH: Go ahead, Mr. 
Gibson. 


COMMISSIONER GIBSON: On page 17 you mention 


this point which has been discussed with Dr. Mackintosh, - 


that there is nothing wrong in having a decent inventory 
of new houses? 

MR. MANSUR: Yes. 

COMMISSIONER GIBSON: And you say that the 
present supply is approximately 25 weeks? 

MR. MANSURs Yeo. | 

COMMISSIONER GIBSON: And you made the point, 
too, that if you have a fairly adequate stock in houses, 
that the benefits will have to filter to people who 
buy cheaper accommodation or rent cheaper accommodation. 
What would you regard as an adequate or a reasonable 
stock of housess; would a couple of months! supply . 
be reasonable? 

MR. MANSUR: Well, I am afraid that I must 
answer your question two ways. AS one who has been 
interested in public housing in its social aspects 

i I would like to see so many houses completed 

and unsold that it will force the price down by 

15 per cent, But to the extent that I am presently 

engaged in trying to put together a mortgage account, 

and therefore have some concern about protection of 

that mortgage account, then lL find myself enjoying 

this philosophy of the ierding institutions who find, 
that the Stability of a mortgage 

account flourishes best in an economy of scarcity, : 


Somewhere between these two points of view would be 
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1 the answer, but I can see nothing wrong with having 
2 a housing stock of completed and unsold houses of 

3 two or three months. 

4 COMMISSIONER GIBSON: You don't think that 
5 that would affect the attitude of the lenders so 

6] much? 

7 MR. MANSUR: It would drive the lenders 


g crazy. 


ii COMMISSIONER GIBSON: That would more than 
12 offset the benefits which you gain from it? 

13 MR. MANSUR: It depends on whether you are 
14 thinking about this socially or financially; Premera 
15 I think the lenders would get pretty upset if they 


16] Saw more than a month's supply. On the other hand, 


17 if I was only interested in-the social aspects. 


18 housing welfare trade, I would like to see a six 
months! supply. 
COMMISSIONER BROWN: How about the builders? 


MR. MANSUR: I think that the builders 


would start to get uneasy if it was anything over 
a month's supply. I am just guessing on this, but 
this is my guess. 
COMMISSIONER BROWN: If you had a Bix 
months! supply you would have the builders uneasy too? 
MR. MANSUR: We would have quite a time 
ourselves. 
COMMISSIONER GIBSON: But I am thinking 


of the future of the economy and in terms of 
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a reasonable flow of housing; there must be some 
point where you would get eatverasa even if*you were 
interested only: in the: social. side. 
MR. MANSUR: I think about a month, maybe 
twice our present -- I think a month to six weeks; - 
I think I would be concerned with anything over six 


weeks. 
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COMMISSIONER GIBSON: This takes me back to 
the question of intermittency, as one of the objections 
to the intermittent supply of mortgage funds, and 
that is that it may get the private lender fed up 
with this part of the mortgage market. 

MR. MANSUR: Yes, I would say the private 
lenders may slip back toward the end of this year when 
there is a wide enough interest spread to entice 
them back into the market. 

I just have the idea we may have some losses 
but most of the lenders will be back. In the meantime, 
no builder can plan his operations ahead. He does 
not know whether the lenders will be back or not. 

You are speaking in the light of how 
does he know what to do about its; he does not 
know what to tell his sub-contractors and he does 
not know how to make plans under the present circum- 
stances at all. I do not think it is very helpful. 

COMMISSIONER MACKINTOSH: At the very 
simplest it is the unused resources? 

COMMISSIONER GIBSON: Do a0 see any 
major changes in the structure of the building 
industry coming about, if we succeed in doing 
a major operation to prevent such intermittency? 

MR. MANSUR: No, I do not think REPS 
that is the case. I think the house building 
industry has entered into a new period where conditions 


are much more competitive than we have seen in the post- 
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1 war years. 

| I think that these competitive conditions 

3| from which, incidentally, flow tremendous advantages, 
4 will be most competitive if the builders have reasonable 
5 assurance of funds and can do some preplanning. So 

6 that looking at the nature of the benefits that will 

7 flow through to the potential home owner I see tremendou 
8 advantage in having an evener flow of funds. 

9 COMMISSIONER GIBSON: That leads to my 

10 last point. You have made it reasonably clear that 

11 you would like a more even flow of funds, and as a 

12 means of achieving this, the N.H.A. interest rate 

13 should be more in line with the market conditions. 

14 Are there any other elements in the terms of 

is N.H.A. loans which you think would properly be varied 
16 to bring about this mortgage flow or, as was suggested 
17 this morning, have we used them all up? 

. MR. MANSUR: No, I think we move from there, 
19! ur. Gibson, to the problem of where are we going to 

a get the additional flow of funds. I cannot believe 

Zs that anyone would be very satisfied to have 

2 government go on on an indefinite basis making good 

a the deficiency in mortgage funds, between that which 
24| 4s required and that which is available. The very 

25 fact that government in the lender is an uncertainty 
26) in itselt in the flow of funds. 

27 Therefore, in answer to your question I 

28 think we get right into where and how do we get a 

29 | relatively even flow of funds. 

30 In that respect the first problem is to find 
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the funds available and to remove the government to what 
Ly think is a more suitable position, that is purely a 
residual lender rather than an Reeves factor in 
the mortgage market. | 

In my memorandum to the Commission I 

mentioned three or four possible sources of these 
funds. I believe that these sources of new funds 
and increased funds become more likely,.if steps are 
taken to make the N.H.A. mortgage and, indeed, the 
conventional mortgage, a more marketable instrument 


and one which is more competitive with other forms of 


investment instruments. For that reason I think 
anvery.good case. can. be.made fora+» .un-real-effort 


toward the creation of marketability in the form of 
a secondary mortgage market. 
I think this would do a great deal to in- 
creasing theosupply of»funds \intostheoN.H.As-sector. 
Really it does not matter whether funds 
ecomes-into the N.H.A. sector or the conventional 
sector, because they are two parts of the same thing. 
Whether they come into the conventional sector or 
the N.H.A, sector does not make me too excited, 
particularly in view of my suggestion that there might 
be . additional sources of funds that will 
move more easily if we have the benefit of an improved 
instrument through a secondary marketing operation. 


Now, Mr.\‘Gibson, there has been suggestions 


made to this Commission -- I forget. who it was that 
made them -- about the awkwardness of the instrument 
instru 


and unfavourable comparisons made with the F.H.A. 


Saintes ev Oe 


{ waste of 


me Qiewey et ters ihe 


Pere ie ah sense 


73509 


+ TOG, oon 8 


| + aatoet tHesqoggEl tr [eRe SRESw vet ‘f 
t 
i) 
- _iteohian, gage ge 
i : wy a 
> 
| iooptosinme? ah oo Se agirent ie or, 
sp 54s Ac esoaues, old bostw ered, Fe gant benoliagm 
> # - { 
| stult Rant te 290ntos, esse, dey ered iene: MDEETy, 
gh eaois Bl Niewss gyorr anaged) Bbtte2 hbeess oat bia" 
i » ‘oT 
. ot, .ssbalh., te sBeBIsom HM ede een oF deled 
: 6 vo aad 
oan Jeo Li 75 yet SPO SABA GOR fsnolToevyao® 
| i - 
y j r apts - . 
iS uso cSskio iin eve Soa, we a otcw Ste. Dele 
yen? id. TF Vesass: male rs »iqusumvent sratveavae 
€%; ss 7 
teo@9e (oS9 o > Sre@aL-< new seeo Seom Yast se 
ot we aah } ae Lte685 an _oobesers edd Stewed 
seaoem Sent ton yeRbdoesale 
: 7 bea Joata th b Shs ato uo L ¥ 
Joes me eal , sf oft wr 8) Cpe an? SALe gene 
~ 4 > ~~ J 4 a ig “l 2580 a ; 
, ou * 9 “wodoge A408, KM edt ofa, See 
SALNS. Shae o Bw2gs te Weng eaepssed ,tosoee 
| sc oUt Escavaan aud ode) emo yes gengeak 
vi 
tatiats og? Ht * e655 votes .A.B.A One 
} 7 
ie aot uy mol 2eng om ae). Wety 4k vinelvobsver. 
¢ rl + €O94 Lo 839" s £6065 74,058 ad 
bevayqet ae ch |) lewed sit sve aut gisses Sam Svom 
| 65 FIO BCI a wwe s: @ gatowds Jneonateak 
) 
| Feéeuy 3 2379 po atle / ot wer 
| } sew ei of ayers ~~ 0 *getma) eld? oF ebtm 
i Cm A 
aml “62 TO €nselieirws eas tueda -~<« msds shal 
—_ MS 28 ddiW gia athexgegee, eLeewoy stato 
‘ ee; { ; ; e 


© 
v4 aN 
* 4s > y Nethercut & Young = 6189 _ 
%& ~ of Terente, Ontario 
Seust 
1! ment. I do not think these remarks are justified. 


2 Certainly the views of the people in the United States 


3 are very favourably disposed tCo.e. the N,H. AS 


cs 


instrument as compared to the FPLH.A. instrument. 


5 1,de not»ethink- there is anything basically wrong 


On 


with the N.H.A. instrument, per se, other than that 


~ 


which is wrong with a mortgage in itself. Therefore, 


8 t think we are talking about an improved status of mortgages 


9 generally and not' of N.H.A. mortgages particularly. 


10 I can think of nothing that would improve 
of mortgages 
ii the Status/ quite so fast as to have a Secondary market 


12 PmPopers tion. pale believe: that mortgages are in an 


13 unfavourable competitive position to bonds and 


14/ debentures. I think anything we can do to eliminate 
15 the kind of "me first" attitude of people interested 
in bonds and debentures would be a very good thing. 

COMMISSIONER GIBSON: But your whole 
philosophy is one of trying to get a smoother flow 
and more sufficient supply? 

MR. MANSUR: Yes. 

COMMISSIONER GIBSON: I take it you do not 


See the housing policy as a major anti-cyclical device. 


MR. MANSUR: I do not think that I would 


like to see housing in the box of tools for: 


anti-cyclical exercises -- that is right. 


COMMISSIONER GIBSON: It has tended to work 


that way in recent years? 
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MR. MANSUR: By chance. 


COMMISSIONER GIBSON: Yes, but it has 


J 


tended to go in that direction? 


MR. MANSUR: There igs no doubt about it, 


What evidence there is Strongly suggests that that is 


the case. I think there are natural Causes which 


make housing contra-cyclical, but the idea that this 


has taken place as though there was some wise man here 
Sitting using housing in a contra-cyclical way has no 


DOS LA. Bite BO 1 da Le just happened that way. 


I remember, and I used to be with Central 
Mortgage and Housing asking one of our regional 


Supervisors: "What about housing next year? *, idle add: 


"I will tell you the amount of housing to the nearest 


thousand if you will tell me the amount of motor 


ears to be sold next year". You will notice that 


motor cars and housing are very counter-ceyclical, 


COMMISSIONER GIBSON: You told us about 


your ideas of how this might be varied, but surely 
you would be inclined to raise it a 


rates ': when times were 


little less ‘than other 


good and reduce it a little less when times were bad 


with the anti-cyclical possibilities in mind? In 


other words, to be a little anti-inflationary when 
there is a boom and give a little encouragement when 


there is a recession? Is this. one of the things you 


were thinking? 


MR. MANSUR: You are really pinning me down 


- 29 7 } 1 ¢ ar 
now, Mr. Gibson. “olf I could be the one to lean against 


the wind, as you suggest, putting a little teeny weeny 
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bit here and a little teeny weeny bit there I would 
be-in’favour of it, but I am not so Sure I would trust 
anybody else to deal in these Little bits. 

COMMISSIONER GIBSON: In other words you 
might want to have something a little closer to the 
formula basis? 

MR. MANSUR: Incidentally, Mr. Gibson, 
there has been quite a lot of talk about that formula 
this morning, as if it was tied to the 20 year plus 
2; basis, ‘There is no such time at all and there 
never has been. There needed. to be some maximum, 

Somebody put out some figures and thought 
that 2¢ plus 20 years would be about Pagno rim lapetude 
for sthe “operators, but I gathered the impression 


this morning that there was.a planned correlation. 


I think that one of the great troubles in 
using housing as an instrument for counter-cyclical 
purposes, if you like, is that there is such a lag 
in housing. a By this I mean anything you do 
today, - : Restiy has no effect for nine months. 

I have never seen any judgment in Ottawa yet that 
gave me any confidence about what was going to happen 
nine months from now. So that I think that housing 
as a counter-cyclical measure is a very dangerous 
instrument to leave in anybodys ee 

COMMISSIONER MACKINTOSH: Would you say the 
same about public subsidizing of housing? 


MR. MANSUR: Yes, I think so. If there were 
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some obvious vacuums to be filled and you could be 
reasonably sure of the lead time, I think it would be 
a proper idea to have public housing in such periods 
rather than periods in which all our resources were 
employed. 

I do suggest, Mr. Mackintosh, going back 
to the point I made to Mr, Gibson, that we have not 
got too many people around who will take these steps, 
whether they be counter-cyclical or not. 

COMMISSIONER MACKINTOSH: Is that primarily 
because the lead time is too long? 

MR. MANSUR: The lead time is beyond the 
best guessers of those concerned with such matters, 
hel Diigo s) sem awilsrcye 

COMMISSIONER MACKINTOSH: We have had the 
Suggestion that the best way to be counter-cyclical 
is to be pro-cyclical. 

MR. MANSUR: Well, I did not quite dare go 
that far, Mr. Mackintosh. 

COMMISSIONER LEMAN: Mr. Mansur, I would 
like to ask-you a couple of questions. Right after 
Pern about the foe or mortgage funds, you go 
into another matter which is really much the same 
thing. You have the title: "Sources of More Mortgage 
Funds", We are talking about the same thing again. 
You say that there are two ways perhaps for the 


chartered banks to get back into N.H.A. mortgages, and 


if. they -interpret the law properly right now, or 


if the law were made a little clearer, what you mean 


is that the banks should be able to lend now at the 
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present N.H.A. mortgage rave, “is “that so? 

MR, MANSUR: Well, I have not looked at 
the figures for two or three weeks, but had your 
question been asked two or three weeks earlier I 
would have had some doubt as to whether the chartered 
banks were in any position to do much lending. 

COMMISSTONER LEMAN: I do not mean that. 

MR. MANSUR: I am sorry. 

COMMISSIONER LEMAN: I mean, they should 
De able legally to do it if they Wished to" to. 1t. 

I am not talking about the availability of funds 
just now. 

MR. MANSUR: Yee. 

COMMISSIONER LEMAN: Then, presumably, you 
admit at page 18; you say, and you are talking about 
the pie not being of infinite size, that the answer 
to this is that there LS nO more important aim™ than 
increasing the housing stock. Without disputing that 
the Tact is that, 

it creates a shift in the use. 
or. Turnds .* Don't you think a shift under the 
circumstances could go too far if . we enable them 
to invest funds at 6 3/4 : in respect of N.H.A. loans, 
unless. they should be able to have higher interest 
rates on loans as well? 
MR. MANSUR: Oh, yes. If you want my 


view on that, I think the sooner the limitation is 


taken out of that Act in respect of the rates the better 


for everybody. I think it creates very unnatural 


here ar O ; strictures at, this 
circumstances. There are too many 
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1 time and the sooner we get rid of them the better, 


2 I reserve from that Statement the maximum 


& 


rate of interest under N.H.A. loans because T think 


there are other reasons for that maximum rate of 


as 


5 interest. 


On 


COMMISSIONER LEMAN: The second source you 
7 talk about is foreign funds, 


8 MR. MANSUR: Yes. 


9 COMMISSIONER LEMAN: There is Something 


10 that puzzles me a little bit in the way you comment 

1i ewouL Lis. First of all, wow tadiewsocut the reported 
1? amount of the potential transactions usually in 

13 multiples of $100 million although occasionally 

14 fractional amounts of plLOO million are reporved: 


15 In what sense do you use the word "reported" there? 


16 MR, MANSUR: Well, I am afraid I was 


17 trying to be facetious. Yousnever hear ofsanyvot 


18 these American reports unless they are in multiples 
19 of $100 millions. A man says: "I have $200 million hen ’ 
20 Or $300 million :to::.invest!. They are always 

21 in multiples of $100 millions. Very seldom do you 

22} hear of the -fractional amount: of. $50 million when 


23], you hear about foreign funds, and in very few instances 


do you see any, folding money. 
COMMISSIONER LEMAN: What I am trying to 


understand a little more clearly in respect of your 


here? 


MR. MANSUR: Yes. 


COMMISSIONER LEMAN: So you make a difference | 


ee 


Lwatcer sie mbed *xl i=. ae Pe a c we), a su . 
a 

witbheatr ade dw osess BaP 7 TN sent x 
er 
wrdas. 2 areeosdr aie vt By "ene sapnera re Po 


; tovidisk diimakeel asrht 10} Ace Gaerne oth 


a% r “aT ET MRR 
GIR geting PMGSRE ysis SBA ATL Relig et 
watud, Wpket94 Se TOCE ue 


ust : Re a 
pete: Wwe 2c STEN 7 MARES nT BEMIS | ‘aon 
sit ab PES °uhreti. Sam 2a aaa ‘ed 
Nagysea od oode ret ney, <ifea Go sears gilt” geeks 4 

cn Ybisier! 40 -tepensi fefdasteg sHa to tenon | 


: : ; 7 . 
Aitetolszcon aenc tthe, mer ii oeke Fe zelgisfvm 
| Pa 


ssiggus Sore moll. lneveiy 1 Brees lLanottossy @ 


tetbe)) Sea atigead' TaN ne) Sap WONG ee ee Lenw wa 
‘ a 


e- : ia ‘ 
A = Hisar he Orsa4 ls se Jovian Tit ; 
7 ow # 
ia? eer. Lover 2 suetdese’. od of salve 


oy 


BOR! Den oes p- werd seslww Bo %agss noeoltgara saany { 

a4 fie is Svert 2° ‘se’ dua eco LD LBs ooLa 34.04 
roe wrk at. politi 00ee 36 ae 
ywray janpercctiw DOL Me seca ke irae ae 

7 y : fie 

ie muzitaen dae Ao 4aucna PaniteoerT eis Rast 4 

t 
ssocelant wo. yaevul Bee clat® azietad dyads Ween oe 

omen sutolot yas see Hoy 08 


e wot ‘ a 7 ee “ 
aw || bd Rae - ve A e i ed ih Gea i, of : 


o sacen of vinsela shomimiyght € basseceum / 


) 

' 

naigae Sgorth.toodg Qpdalle? Way sad) Bk sesene 
f g f : : 

| trae 


ay i > 


ER SB 
PR Ari 


Sosevetit Ss ovtw oy od 


0 TEO 
+ * 
¥ od . 
* uy ve Nethercut € Young ~ 6195 ~ 
eae 7 
u » 
\ iste, Terento, Ontario 
“auet 


1 between what you call direct investment and indirect? 
y | MR. MANSUR: 268 oo eee eb Galevege 

3) investment, Mr. Leman, yes. 

“ COMMISSIONER LEMAN: So it is possible that 
5 some loan companies in.Canada could be using funds 

6 of United States, but you would not class that as 

7 direct investment in Canadian mortgages? 

8 MR. MANSUR No. 


9 COMMISSIONER LEMAN: Would you think there 


10| is some of that money coming in now; that it has found 


11 its way into mortgages? 


12 MR. MANSUR : Oh, yes, I think indirectly, 

13] Mr. Leman, that is quite true. For instance, I think 
14 to the extent that Metropolitan Toronto, or other . 

15] municipalities BPA eyo ae in New York, this provides 


16] relief to lenders in Canada, which in turn provides 


ivi 3.5 ...%.... leaway to. mortgage lending... I think it is 

18 difficult to put these various borrowings into arithmetical 
perspective 

19||/ although they are inter-related. Therefore there is 


Songun mortgage component in all New York borrowing 


that is going on at. the moment, even that by the 


federal government. 

COMMISSIONER LEMAN: You mentioned as an 
obstacle: to ee the uncertainty as to whether some 
people would be deemed to be doing business in Canada, 
if they were in this business. 

MR. MANSUR: Yes. | 

COMMISSIONER LEMAN: Let us assume that it | 
should be resolved somehow. Imagine upon foreclosure 


find. himself renting premises, for 


a lender ‘would 
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example, would that mean he was doing business in Canada? 


MR. MANSUR: This is one of the fears Sas 
of course, the withholding tax, Mr. Leman, makes it 
onerous for the mortgagee not only. ‘on iinvestment 
income but even more when: he gets into the. position 
of an. owner of foreclosed: property, ‘because, as I under- 
stand it, the withholding tax is not upon. the net income 
but upon the gross rentals. 

COMMISSIONER LEMAN: Perhaps that could be 
@ matter of treaty? 

Min, MANSUR: Yes, except, Mr. Leman, 
I believe the two other difficulties are much more 
important than that one. I think the exchange hedge 
is the really important one. 

COMMISSIONER MACKINTOSH: Nobody is selling 
20 year swaps. 

MR. MANSUR: No, although I may say, Dr. 
Mackintosh, that I ran into a boy in Winnipeg who 
must have been all of the age of 25 years. He 
wanted some advice apout attracting United 
States funds into the Winnipeg N.H.A. market. He 
needed my advice so he told me what he 
had done. All the boy had done was to find $1¢ million 

passed as N.H.A. loans 

of Chicago funds which he //; in the hands of his client 


buildér and had arranged a 15-year forward hedge on 


a private basis to cover the interest payable to the: Ame 
owners. He. wanted my help because at.one time Iv had 
oot 


id in the foreign exchange control board. 
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1 COMMISSIONER LEMAN: You do consider that 


2 this would be a good use of foreign funds to make 
3 for Canadians; that this would be a good area in which 
4) to seek: and use foreign funds? 
5 MR. MANSUR: If we could find foreign funds, 
6] yes. But I have some doubts as to whether there will 
7 be a flow of foreign funds for the reason I mentioned. 
8} But then I go back to the point I made to you earlier, 
9 Although one looks upon this as a possible source 
10| because there has been so much talk about it, per- 
il haps it does not make too much difference whether 
the American buys the debentures of a large corporation 
sold in the United States or the bonds of a. munier pall iy. i 
proceeds ‘are 

After ali, the: (3 part of the capital 

pie which we must divide. partially for housing. 
COMMMSSIONER LEMAN: I have heard some 

ereument.ons this score. Some people here have 
inhibitions about letting foreigners get control of 
our industry, and at least if they invested in mort- 


gages they would not come and live in our.houses, 


As to the foreign funds, later on you .o 
on to discuss what are the conditions under which a 
good secondary market can be developed. 

MR. MANSUR: Yes. 

COMMISSIONER LEMAN: A good secondary 
market would help in this area too, would it not? 

MR. MANSUR: Oh, very much, because you 


might be able, with a good secondary market, to arrange 


a take-out on some sort of terms. 
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COMMISSIONER LEMAN: One of the other 
important new sources you mention are pension funds 
which are growing and seem destined to grow a great 
deal more. There again, you say that the development 
of a good secondary mortgage market would help, would 
induce pension funds more? 

MR. MANSUR: Yes, 

COMMISSIONER LEMAN: But is it just lack 
of sophistication, or are there other obstacles now 
that explain why pension funds are not more investing 
in mortgages, N.H.A. or other kinds? 

MR. MANSOUR: Yes, I think there is a very 
good reason. In’ Tact,” am rather depending wo90n att 
I think that the knowledge of the treasurers of pension 
funds about mortgages in general, and N.H.A. mortgages 
in particular, is not as full as it should joke k Vid M428 
I-think there is opportunity in this flteldy particuiariy, 
Mr. Leman, when you look at. the report of the D.B.S. 
on pension funds as at the end of 1960 and see that 
the average interest earnings on pension funds for the 
year 1960 -the last reported figures -is almost exactly 
4s per cent, as compared with interest earnings of the 
life companies of 5.58 per cent in the same year, 

It seems there may be some opportunity for some 
rather higher interest-bearing investments. 

COMMISSIONER LEMAN: And yet trust companies 
know a lot about mortgages, including N.H.A. mortgages, 
and trust companies do administer a lot of pension 
funds. Do you find that those administered by trust 


companies have a higher percentage of their investments 
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1}| in mortgages? 

2 MR. MANSUR: It is almost impossible to get 
3 those figures. The trust companies are not too 

oe anxious to hand out to people like myself just what 

S|} funds they do operate and just what the asset 


6] distribution is. 


7 There is one point. There is a misleading 
8 Statement in that paragraph where I talk about 5 per 
7 cent of the investment of pension funds in mortgages, 
10} both N.H.A. and other. That 5 per cent has reference 
11 to the pension funds other than the pension funds 
12 of the Crown companies. The Crown companies have 
13 25 per cent-in mortgages; other pension funds have 
14 > per cent in mortgages, which averages about 8 per 
15 COTit., The figure quoted to you yesterday i: the 
16 correct figure. That 5 per cent is the non-Crown 
company sector. 
COMMISSIONER LEMAN:Do you suggest there. is better 
administration in Crown company pension funds? 
MR. MANSOUR: » Oh, yes, ik could accept that. 
COMMISSIONER LEMAN: You do explain quite 
clearly in your. brief, so. I do not wish. to, go over 
all the remarks you make, about conditions precedent 
to having ‘aoe Sse ae mortgage market. But one 
thing I am still not quite sure of is whether you 
definitely feel that the conditions for having a good 
secondary mortgage market must take the form of good 
transferability of mortgages in themselves, or if there 
is more chance cost-wise of doing it through insti- 
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secured or represented by blocks of mortgages, because 
there is the administration problem, is there not? 

MR. MANSUR: Mr. Leman, it has already 
been mentioned to the Commission that there have’ been 
two or three of these companies set up with the 


general idea of debenturizing mortgages, usually 


mortgages purchased from Central Mortgage. 


The companies which have been set up for 

that purpose have entereq the market ptace * fo 
attempt to get their merchandise , 

The market place has imposed a price at a level at 

which there just is not enough margin as against long- 

term debenturization. The trust companies, with the 

benefit of borrowed money, which costs them rather 

less than long-term debenturization rates, are able 

to get by with it chiefly because the notice deposits 

in the trust companies tend to pull down their cost 

of money. 

LI cannot look into the future, but I will 
make the guess that unless the debenturization of 
mortgages by these companies takes the form very 
largely of short term debentures, there is not 
going to be enough room between the net yield on 
N.H.A. loans and the cost of their money to feed many 
mouths. 

COMMISSIONER LEMAN: How about the whole 
Spectrum of maturities? 

MR. MANSUR: That is what I think they will 


be forced to do, the whole spectrum of them, -but the 
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concept, I think, as I understood from you when you 
first introduced the subject, iealtone of a matching 
in the long-term debenture, I think they must | 
take advantage of the money markets - short andslong - 
to make this thing add up and make sense. 

COMMISSIONER LEMAN: You mean, a large 
portfolio of mortgages; that would make sense? 

MR. MANSUR: Provided that there is enough 
leverage, te coaeeeen ae | leverage, 
representations::.were:: made to this Commission that les 
times ee not large enough; it should go to 15 times -- I 
do not think you need even 124 times leverage to make 
money. Butothere must be Some .leverage and a big 

dealings 
volume_and..a narrow margin, :and*/; must be in wholesale 
lots. I do not think debentures can be sold to the 
public. I do not think you can debenturize N.H.A. to the 
denominations. 
public in small/ I think the cost of so doing in retail 
lots is too great. 

COMMISSIONER LEMAN: In the development of 
the secondary market for mortgages as such, transfer- 
ability of mortgages as instruments, you. mention one 
obstacle that should be overcome, and that is the 
appraisal of mortgages. You say that would require 
a system of classification of mortgages? 

MR. MANSUR: Yes. 


COMMISSIONER LEMAN: Is that as simple as 


appraise, say, a package of mortgages through this 


you make it sound here, the ability of a lender to 
classification you suggest? 


MR; MANSUR: Or his adviser would do it for 
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him. The classification of mortgages is taking place 


2 already. In one bid -- I guess it was auction number 
3 one by Central Mortgage -- the Calgary mortgages solid 
4 at something over 102.50 and the Tanccee Island 
5 mortgages were sold at ene par. Every one of the 
6 auctions has shown guite a wide range of classification. 
7 I.cannot tell you what it is, Because for some unknown 
8 reason Central Mortgage keeps this a dead;''‘dark sécret 
9 in their effectsto develop a secondary market. But 
10 the only way you can judge classification,is from trans- 
actions in which 
ii /that you have been successful or unsuccessful .- ., thie 
12 you want to know anything about the secondary market i 
13 and its classification.-= that everybody: holds such Wena 
14) hopes’ for-=—-you must be a= “bidder on. 
15 Some of the packages, otherwise you cannot tell what 
16} happened ,- ay This, sis..a: centletshart 
17 of a secondary market. 
18 COMMISSIONER MACKINTOSH: You would think 
i9 there ought to be more market information? 
20 MR. MANSUR: More? I think there ought 
21 to be the start of some market information. However, 
22 Mr. Chairman, I hasten to say, as one of the practitioners 
23 in this field, the more confused they keep it the 
24 better it suits me. 
25 COMMISSIONER LEMAN: In your explanation 
26 | of what you would consider a well hepeieoed secondary 
27 market. you talk about these mortgage banks that should 
28 be in the market dealing all the time in mortgages. «Do 
29 you really visualize a group of mortgage brokers and 
30 dealers, much as there are securities dealers? | 
| | 
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MR. MANSUR: .I visualize mortgage equivalents 
of Wood-Gundy ard Dominion Securities and Ames, who 
stand in the market on the buying or selling side 
and have, some access to some Central ie eee banka TI 

of my memorandum 
hastened: to add in that paragraph/that these insti- 
tutions .do not have to be called banks, Mr. Gibson. 
They could be called something else. 

COMMISSIONER GIBSON: What would you suggest? 

MR. MANSUR: I think they should stand 
in the market on the buying and selling side, and 
that they should receive the same type of accommodation 
as the — ; 14 bond dealers presently receive 
from the Bank of Canada. 

T-do-n6ét°care whether thisoisethrough 
the Bank of Canada or Central Mortgage, or anyone | 
ebse,° But*L°also believe this thing can run without 
that accommodation by a central bank. LEPWLES Noe 
run as well, but I think this is a much better thing 

even Without central facilities 
to try /than to try to emulate =. Fannie Mae, for 
instance, ‘or. the Federal Home Bank System. I think 
those are perfect examples of things we should not do 
in-this®* country. 

COMMISSIONER LEMAN: But in the meantime 
you still see the administration of all these mortgages 
fairly concentrated in a restricted number. of 
institutions? 


MR. MANSUR: Yes, approved lenders, and 


approved lenders who have a national organization, 


because this is one of the problems. It takes a 


very large organization to buy mortgages on a national | 
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basis, and there would have to be ways and means found 
for the servicing of these things,which will not be 
difficult to accomplish. 
COMMISSIONER BROWN: I would just like to 
take up one of your remarks which you just made. What 
are these deficiencies of Fannie Mae that you talk about? 
MR. MANSUR: The deficiencies of Fannie 
Mae are that it has elements of a central mortgage 
bank directed towards the development of various 
aspects of government policy. For instance, Fannie 
Mae has three main operations. There is the secondary 
market operation, which really consists in very wide 
Swings of them either being a buyer or seller of 
mortgages, and if they are on the buying side they 
Wilh stay. there. for, 15,.months; they wild mot sell. 
Then they become a seller, and become very reluctant 
to buy. They are an accommodation, however, to the 
mortgage bankers in the United States; really 
eens acai = If they get long Fannie Mae will buy 
them at some price. 


The second operation of Fannie Mae is their 


Special assistance, so that if the United States 

23 government..decided there ought to be some military 

24 housing in Cape Canaveral, then Fannie Mae comes into 

25|| the picture. 

26 The third operation of Fannie Mae is what 

27 they call liquidation, which is nothing more than 

28|| an agency for the United States government to liquidate 
29 the remaining assets of the R.F.C. mortgage corporation. 


30 Those are their three main operations. The statement 
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- was made to this Commission the other day that the 
~ F.H.A. did not make Ose in the same fashion 
3 as Central Mortgage . Technically, this is correct; 
4 the mortgages made are made for the F.H.A. by Fannie 
5 Mae in the form of purchases, and their operations 
6 


ebeanok. far off, in order of relative magnitude, from the 
7 operations of Central Mortgage. 

S I do not think that Fannie Mae is geared 

9 to run the type of secondary mortgage operation that 

10 I visualize. I do not think that the secondary mort- 

il gage operation, either here or in the United States, 

— Should be run as primarily a governmental institution, 

is any more than - believe that the Canada bond market 

if Should be run by the Bank of Canada as it relates 

1s to transactions with the public and institutional 

16 holders. I think if we are going to have a secondary 

17 market we must have people willing to stand in the 

is market place whose relationship with the central 

i9 Bank navers Sinilar to the relationship of the 
20 approved list of 14 bond dealers. 

our purposes, 

21 I think Fannie Mae is thoroughly Ree Lee Ok 
vm bos,.c-dowthink, that for athese.. deficiencies, if there 
23| is a — thing ..: about the selling of mortgages that 
24 we can learn from them, we should do so. For instance, | 
25 if you go to Fannie Mae to buy mortgages there are 

25 posted prices and you say you are interested in 2 million 
27 on Long Island. They will bring you out a portfolio 
28 of 2 million on Long Island. They will give you the 
29 details and will show you the payment records and will 


~ also put a 15-day reservation against those mortgages 
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for you while you go out and have a look at them. With 


Fannie Mae you don't have to play, "Button, button; 
who's got the button", the way we now do in Canada. 


But I do not think Fannie Mae itself, nor 


interested Americans believe that Fannie Mae constitutes 


a secondary market in the truest sense. The Federal 
Home Loan Bank System is really a central bank limited 
practically entirely to the conventional field for 

the benefit of the savings and loan associations. 
it.is really a central bank operation-and is snot 

a secondary market per se. 

COMMISSIONER BROWN: When they have posted 
prices, Such as,you have suggested, flor a (group «on 
Long island, do they have different rates, for 
different parts of the country? 

MR. eMANS UR: -cQOh ;) aves .sfhey rdifferentiate 
the rate both on the buying side and the selling Pre: 

COMMISSIONER BROWN: Do they establish’ 
this rate? 

MR. MANSUR: No, they do not completely. 
The manner in which this is established is that 
Fannie Mae keeps closely in touch with the going 
market of mortgages under their system of discounts 
in various parts of the country. Today F.H.A. 5% 


203's are worth about par in Massachussetts, and 


are worth about 95 in Seattle. I would guess -- I 
am guessing at this’ one -- 93 in Pheonix, Arizona. 
In the areas of lack of capital, ..c-~-in the 


United States they have so many boundaries in the 


movement of capital, 


that fortunately we do not suffer 
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here’ -<«--there is a very wide variation. I would 
Suggest that between New England, that has a surplus 
of capital, and the south west that has a deficiency 
of capital, that in today's market you might find 
six to seven points, and that is reflected in the 
posted prices of Fannie Mae. 

COMMISSIONER BROWN: How would you visualize 
this happening -in Canada, where there is no difference 
in the N.H.A, rates but there are differences in the 
bid prices on the tenders that have taken place? 

MR. MANSUR: Well, we will have to have 
some practitioners in thé: market. , 

The first: should be Central Mortgage, if this is 

the way 1b is going to be done. They weve fad the 
experience of a number of bids; they know perfectly 

well that loans in Prince George will not bring 

as large a price as loans in Calgary. If we are 

going to have a secondary market, this is going to 

be some of the fun in it, to see whether the private prac- 


' 
{ 


titioners are smarter than the people who are selling 
them. 

COMMISSIONER BROWN: In this connection, 
in your brief you talk about the establishment of 
private mortgage banks, or whatever else you want 
to call them, and you refer to facilitating charters 
under the Loans Companies Act. Could you go into this 
in a little more detail, please? 

MR. MANSUR: It seems to me that the most 
convenient vehicle for the mortgage banks -- which 


are not to be called banks -- to operate on is a 
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loan companies charter.) Obviously such. companies 


2| Should have supervision. 
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They probably should have federal supervision. It 
seems to me that if a group wish to operate in the’ 
secondary market that there is lots of room for them 
to Go so within the terms of a loan See charter 
under the federal Act. They are subject to certain 
necessary restrictions, but it is very clear as to 
the amount which they can leverage their capital. 

It provides a central source of information for all - 
operations in this field, and generally I think it 
just so happens that we have a vehicle that fits 

the corporate structure of anybody who wants to be > 
engaged in the secondary mortgage market. It is more 
by chance than anything else, Mr. Brown. 

COMMISSIONER BROWN: Reference has been 
made to C.M.H.C..'s auctions. 

MR. MANSUR: Yes. 

COMMISSIONER BROWN: It has been suggested 
that in the development of a secondary mortgage market 
they might conduct auctions more frequently; - not quite 
as frequently as treasury bills are auctioned, but 
at fairly regular periods; have you any comments 
on this? 

MR. MANSUR: Yes, I think it is true. I 
think in all fairness, Central Mortgage and Housing 
were feeling their way . © . to start with, But I 
would think,if you are going to run a secondary market, 


be auctions more often than 


there certainly shoulda 5e 


once a quarter, I think if we could get over the 
ebportive ones it would also be very helpful .. I would 
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1] month; I think that would about do the trick. I 

2 think the important thing is. If they want a secondary 
2 market they .. should let the practitioners know 

4) what is going on, rather than) being / kept as 

5 a state secret, 

6 COMMISSIONER BROWN: They should publish 

4 a list of all the bids they get? 

8 | MR. MANSUR: bovtainee icuisepuplie 


9 business: why should not the public know about it? 


i0 COMMISSIONER BROWN: So, this would be another 
11 improvement you would recommend? 
12 MR. MANSUR: Yes, I think there ought to-be 
13 full information. After all, we listen to a lot 
14 of lip service in the House of Commons and elsewhere 
15] about the development of a Secondary market. How in the eae: 
secondary bond 
16|;could you develop a/market if the Bank of Canada would not 
indicate 
17|/ their transactions, if the whole market in Canada 
18 was a deep, dark secret, and you had to guess on an 
19 average price of 983 what the price was of the four 
20 quarters of 72 and the four halves of 83 and the five 
21 halves of 75, and treasury bills, and we just had to 
22 guess what the market was in each of those. This 
23 sounds ridiculous, Mr. Brown, but.this is exactly 
24 what goes on in the marketing of mortgages. 
25 COMMISSIONER BROWN: Have you any other 
26 suggestions, such as changing the size of the bundles? 


28 all right. They come in $250,000 bundles; and in “the 


29! giant economy size of $500,000. I think they 


T can think of a lot 


27 MR. MANSUR: No, I think the bundles are 
0 are packaged all right. | 
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of things I would complain about long before the 
packaging. : 

Another thing I complain about is that you 
really have to be quite a detective when you bid one 
of these packages. You get about 47 or 48 loans 
in a half a million dollar package. There is 
absolutely no record of what the borrower looks like 
or his income. You are given the size of the loan, 
You are given the street -- not the street address, 
on which the house is located. It is pretty 
difficult if you get into Saskatoon and it is 33rd 
Street, and 33rd Street happens to be four miles long. 
You look at either end of the street for 2-year old 
houses because you know the loan was made in 1960. 
Then the list shows 1163 feet. Well, if you have been 
in the business you know that nobody but Mike Boychuk 
builds a house that has 1163 feet in it. So, you 
start reducing it to a house which is a Mike Boychuk 
type K. ir “you are lucky” there=is“only one vype 
K; but if there are four type K's you have’ to doa 
Little more snooping: You can find out if you work 
hard enough. If you get a nice little crescent, as a 
street address, such as those in Regina, they are easy 
to find because there will only be one house of that 
type on the crescent. You know the number of feet, 
and the builders build that number of feet and you can 
find this house quite easily. However, this game of 
hide and seek -- fun though it is -- really doesn't 
seem to me to lend itself very much to rapid develop- 
ment of a secondary market. This is my main complaint, 


but from my point of view I repeat what I said to Dr. 
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ij) Mackintosh, that from my own personal point of view 


2 I hope they do not change it. 


3 Mr. Chairman, I wonder if I could Say one E 
4 thing? 

5 | COMMISSIONER MACKINTOSH: Surely. 

6 MR. MANSUR: There have been a number of 


7| matters brought before the Commission some of which 
8| perhaps I could throw some light on. First, there 


9| is the matter of the insurance premium; there was 


10] some question on that. The present insurance premium, 


after you equate the different manners 


of collecting it -- and I think this was Commissioner 
Leman's question -- runs about 


60 per cent of the corresponding F.H.A. premium. 

The second thing I would like to say is 
that I missed one point. --.and one of myucolleagues 
reminded me of it -=-in the discussion particularly with 


the .Chairman:...: He asked me about the difficulties 


and the reasons for the attitude of the lending 


institutions about making loans in the older areas 
that I described as in: area3,.I made some not too 
complimentary remarks about lending institutions on 
that oecasion, and I withdraw them at this time for 


this reason: it was pointed to me that in the 30's, 


when there were heavy foreclosures, the incidence 


of foreclosure was much greater in the older properties 


than in the newer properties. There was the 


experience of the ‘such heavy foreclosure! to.indicate that 
the older properties are more vulnerable. 


There was a question asked during the course | 
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of discussion, Mr. Chairman, about the volume of 
the second mortgage market. I can't renember which 
Rommisetenes asked that question. I think he was given 
the appropriate answer, that the volume is indeterminate. 
But as as a feel, and nothing more than a feel, 
I would cuess that it probably is of the order of 
200 million.a year. .I can't substantiate this. I 
just have a feel it is of that order as compared to 
the institutional and C.M.H.C. lending, N.H.A. and 
conventional, of about 1000 million. 

A statement was made to the Commission 
there were no seconds behind N.H.A. firsts. I wish that 
were true. There are plenty of seconds around there. 
It may be an oil company second, reference to which 
was made in the brief from C.M.H.C.-< There may be 
a loan from Aunt Minnie; but, there are plenty 
of seconds. 

Reference was made to the Commission to 
a letter from Dr. Weaver. Dr. Weaver said it was 
incomprehensible to him and his associates how anybody 
could go ahead with a programme of new housing unless 
there were N.H.A. in the existing house market. I 
can only say that when F.H.A. and V.A. between them 
get to a point that they cover as large a proportion 
of the new house market as does the N.H.A. then 
I will find the remarks from Dr. Weaver a little 


more convincing. 
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The term of the N.H.A. loans was 

mentioned, and this is a matter of judgment. There is 
no experience upon which to base. judgment, ~ We 
have had an increasing reali estate market since about 
1935. The war years intervened. We have had a general 
upward trend in interest rates, ... un suggest, 
Mr. Chairman, that any figures that were gathered 
in that 27-year period would be thoroughly suspect. 
However, for the guidance of the Commission I can 
say thise.« One of the two largest lenders in 
the United States considers an F.H.A. loan to be the 
equivalent of a loan amortized over a period of ten 
years. The other largest lender in the United States 
uses twelve years. The New York Savings Banks, the Dime | 
and oc. Bowery, who are very large lenders, use eifteen 
years. I think I agree with Mr, Bates. I have 
always been thinking in terms of fourteen years -- 
I suppose because it is not like one of these American 
numbers, and thirteen is an unlucky number, and eleven 
is too short. That is the rationalization of 


my 14 years, 
I think, Mr. Chairman, those are all the. 
supplementary remarks that I wished to make. 
COMMISSIONER MACKINTOSH: Well, we are 
very grateful to you, Mr. Mansur. This has been 
illuminating to the Commission and extremely helpful, 
and we are particularly grateful for your frankness 
and concreteness in your answers, 


MR. MANSUR: Thank you very much, sir. | 


COMMISSIONER MAKCINTOSH: We will adjourn 
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Terente, Ontario 
this hearing and the Commission will convene again 
on Friday morning at 8.45 a.m. ene we hope to hear 
Professor Paul Samuelson. 
--- Adjournment. 
Supplementary Remarks. by Mr. Mansur 


in reading the transcript of my evidence 
before the Commission, I notice two inconsistencies 
upon which the Commission may wish to have my comment. 


In the latter part of my submission I suggest 
that a secondary market might stimulate the flow of 
mortgage funds. It would be reasonable for the Commissio 
to expect that my evidence on other matters would be 
consistent with my view that there should be a secondary 
mortgage market. 


asked for my views about a change in technique to avoid 
the inflexibility of the maximum N.H.A. interest rate 
in relation to other interest rates. In my testimony 

I suggested: 


(a) The maximum N.H.A. interest rate -- 

appropriate to other interest rates -- 

be set on regular quarter days. 

(b) Interest payable by a builder on progress 
advances on houses for sale be at the 
interest rates current for the periods 
that these advances are outstanding. 


(c) The N.H.A. interest rate -- for the home- 
owner and not for the owners of rental 
property -- would be reset at the end of 
ten years from the assumption date at 
the N.H.A. interest rate then current. 


This suggestion is but one of a number of 
possible variations, the purpose of which is; 


(a) To keep the N.H.A. interest rate more 
current with other interest rates. 


(b) To relieve the house builder of the 
awkwardness of his having: like houses 
for sale subject to N.H.A. mortgages 
at different interest rates. 


(c) To lessen the "lending long" and the 
"borrowing short" difficulty of the trust 
and loan companies. 


The advantages of this suggestion should be 
weighed against: 


The first inconsistency is this. The Commissio: 
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(a) The recasting of the N.H.A. interest 
rate at the end of ten years would cause 
Some extra administrative work. 


(b) Homeowners with N.H.A. loans would 
welcome a reduction and would dislike 
an increase in interest rate. On balance 
Government is likely to hear more about 
increases than decreases in interest rate, 


(c) The lending institutions might not like 
the changed arrangements with the resultir 
effect of a lesser flow of N.H.A. oereeed 
funds. 


(d) The inconsistency is that the present 
arrangement is better suited for N.H.A. 
originations to be traded in a secondary 
market. 


The other inconsistency is this. I expressed 
the view that a variation in N.H.A. interest rates by 
region and community was undesirable and that real progres 
towards national mortgage interest rates had been made. 
During the testimony it was pointed out that for reasons 
of classification the price bid for N.H.A. loans being 
auctioned by Central Mortgage showed considerable 
variation in various parts of the country. The conflict 
is between the desirability of a national mortgage interes 
rate and a variation in interest rates by eee to 
fit secondary market operations. 


These comments in no way modify the testimony 
which I have given, but rather they bring to the attention 
of the Commission the advantages and disadvantages of 
various courses of action. 
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SUMMA RY 

l Federal Government activity in the housing field 
on a continuous basis dates from the 1940's. 
Federal policy has been conducted under 5 main 
statutes: 

The Dominion Housing Act, 1935. 

The Home Improvement Loans Guarantee Act, 1937. 

The National Housing Act, 1938. 

The National Housing Act, 1944. 

The National Housing Act, 1954. 


2 The Dominion Housing Act was designed to stim: iare 


housing construction by increasing the supply of 
mortgage money available for this purpose and by 
increasing the demand for it. The supply of funds 
was increased by the direct infusion of Federal 
funds representing one quarter of the amount o. 
mortgage loans made jointly with lending insti- 
tutions, by interest rate subsidy to the private 
lenders, and by guarantees to these lenders agains? 
losses. The demand for funds was stimulated by 
the provision for high loan to value ratios, 
extended amortization, and limitation of the 
mortgage interest rate. 

The Home Improvement Loans Guarantee Act of 1947 
provided for guarantees to banks and other lenders 
on loans made for the repair and improvement of 
residential property. 

The National Housing Act, 1938, continued the 
joint loan technique provided for in the 1955 


Act and also provided for Government loar 
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limited dividend companies, at long amortization 
periods and at low rates of interest, for the 
construction of rental accommodation for low 
income groups. 

5 The 1944 Act re-enacted provisions similar to 
those provided in the previous Acts. It 
contained an important new provision enabling 
the Federal Government to make grants to 
municipalities representing 50% of the re 
of acquiring and clearing slum property. | 

6 The Central Mortgage and Housing Corporation ba, | 
1945, established the Corporation as the agency 
of the Federal Government primarily responsibie 
for housing. 

7 Between 1944. and 1954 the 1944 Act was amended 
in two important ways. First the Corporation as 
empowered to use public funds for loans in cases 
where private loans were not forthcoming from 
private lenders as provided for in the Act. 
Second, amending legislation was enacted in 1949 
which empowered the Federal Government, in 
partnership with provincial governments, to build 
and own housing projects with 75% of the capital 
costs and 75% of the operating revenues or losses 
being borne by the Federal Government. 

8 The National Housing Act, 1954, replaced the 
joint loan technique, whereby Government and 
private lenders had jointly made NHA loans on a 
25%/75% basis, with a system of insured loans 


provided entirely by the private lenders. 


- aa 


Ss LA 7 _y < titer 
Soule stdvome goof ds .2sidsquo 


bd eft sot .deeretot to ester wol ts nraheiiaie x 


wof 10% notdsbommooos Isitney to mottounrtenos 


aT Sim ,equorg sitoont: 


ot abeinks enotetvorg betosns-et toA #HeL saT @ & | 
iT .atoA avotverq odt mt besbivorq saodd 
 -untfdsne notaivorq wen doedroqmt ns bentetnoo 
o¢ etnsre exsm ot JnemnvevoD [stebel snd 
~3) 9dt to RO@ gnttnsesrgqert eettilegiofoum 
viregorg mulé aniveslo bos gotiivpss ‘to 

_ 6+ dottstogi1od gmtevol bis sgegtu0M Iertas® oft e183 
yoneas edt es noktsroqiod sit bedetidetes .ckol 


} 


afdtenoqest yitramirq tnemnrsvo) I[siebe® edt i 


-gntavond sot 

 bebroms agw tod MHer ont Heer base She neswieds J .& jet 
ex fotiexrogyteD edd svarth .2yvew unnoesian’s owd nf jar - 
e@g9a6o ai ensof rot eboant otfduq sau of bewsewoqme it 


mov? goftmoond yo Jon erew ansol eteving etsdw 
i? -toA sdt mi Trot bsbivorq es avebnel eteviag 
 OfeL at betosns eaw nottslatyel xgntboemts .bn09sa 


nt ,dcomarevod Isrebe odt bsrewoqme doidw- 
1% 


loficd od .etnemerevog Igtontvotq ddiw qidexentrsq: 


| fettgso eit Yo REY Attw atostora gobesod nwo bas” 


geerol oO 2anmevs  antisteqo srit to R2@Y bos etaco. 


72 .tnsmeresvod [ersbea ond yd soxod anted 

tS. inci beosiqet ef2ef ,toA gnteuoH IgaottsMosdT 8 .2 
| «bos dosmnrtsveod yderendw .suptadoet asof tmtof- 
§ Nevensof AKU ebsm yLiatot wibcninded etevitg— 


ol Osvent to meteye s dtiw .atasd Rey\ReS — 
; tel ots fq cn - , in 


a ay is 


ittos bet 
: oe 


fi 


Nethercut &é Young 


Terento, Ontario 
The new Act admitted the chartered banks as 


approved lenders of insured mortgage loans. The 


| 3 new Act retained and continued the provisions of 
4 the earlier Acts insofar as they applied to public 
| 5 housing, slum clearance, limited dividend companies, 
6 and home improvement loans. It left largely un- 
: 7 changed the provisions enabling the Federal 
| 8 Government to engage in direct lending in «asses 
9 where private loans were not forthcoming - 
10 provided for under the Act. 


fii Ss. 9 While the 1954 Housing Act embodies a wide rar: 


12 of provisions, in actual performance its impact 

13 has been felt mainly through the mortgage market 

14 in the form of insured loans by private lenders 

15 and by the Government itself which undertook a 

16 greatly increased role as a mortgage lender in 

17 1957 and later years. About 40% of all new housing 
18 starts in the period 1954-61 had some form of NHA 
19 assistance. Only about 2% however were assisted 

20 under those parts of the Act other than the 

21 insured loan provisions. 


22 S. 10 The Act has tended to increase new house building 


23 in Canada by bringing forth a greater demand for 
24 mortgage funds and by increasing the total supply 
25 made available by Government and by private 

26 lenders. By providing more favourable borrowing 
27 terms for home owners than for rental entrepreneur 
28 it has tended to increase the amount of home 

29 ownership building in relation to rental build? ng. 


0 S. 11 Life insurance companies provided about cn» “iith 
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of the total of funds going into new residential 
construction over the period 1954-1961; banks 
provided one-tenth; trust and loan companies 
One-twelfth; the Federal Government one-seventh. 
Altogether these sources have provided just over 
half the total of funds used for new residential 
construction. They represented the principal 
source of financing however for about 75% of the 


dwelling starts over this period. 


S. 12 About one quarter of the starts were financed 
entirely from other sources including the credit: 
unions, which probably represented the main source 
of funds for about 5% of all starts. Individuals 
represent the largest remaining source of mortgage 
money and they represent also the main source of 
funds used to finance the equity in new reside: tial 
construction. 

S. 13 New residential construction competes with other 
uses for motgage money. Over the period 1954-61 
about 38% of the total amount of motgage loans 
made was directed to new housing construction. 

Only a small portion of the remainder was for 
other kinds of new construction so that the bulk 
of it was secured by existing property, mainly 
residential property. As much of the existing 
property on which mortgage loans were made was 
already encumbered by mortgage debt, and as in 
most cases the new loans occasioned the retirement 
of the previous motgage encumbrance, the net 


amount of funds needed for the new loam: is less 
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An. 5 


than implied by their gross amount. Thus on a 
net basis the claim on available mortgage funds 
made by new residential construction is greater 
than the 38% which represents its share of the 
gross amount of mortgage loans made. 

Mortgage lending represents one of the main uses 


of long-term capital funds. The net amount of 


mortgage lending in Canada over the period 1954-% 


at 7-3/4 billion, was not much less than the 
combined increase in Federal, provincia. and 
municipal bond debt, and was greater than the 
increase in debt represented by corporate bonds 
and stocks. 

Life insurance and loan and trust companies, in 
adjusting to capital market conditions, tended 
to reduce mortgage loan approvals in times of 
rising interest rates and increase ithe when 
interest rates were falling. This tendency was 
particularly pronounced in their NHA mortgage 
lending and reflected the comparative inflexibil: 
of the NHA interest rate. 

The chartered banks, whose mortgage lending is 
confined to NHA loans, tended to follow a pattern 
of lending similar to that of the other private 
NHA lenders. The banks virtually stopped 
originating NHA loans at the end of 1959 as they 
were prevented by the Bank Act from originating 
such loans at more than 6% and because in the 
light of returns available on shorter term leans 


and other investments more liguid than NHA loans, 
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and cheaper to administer, new NHA loans had 
become unattractive. 


S. 17 CMHC entered the mortgage lending field on a 


large scale basis at the end of 1957, primarily 
to stimulate employment. While the rate of 
lending by CMHC has —— since then, the 
Corporation has remained a lender of substantial 


proportions, partly because of the persistence 


unemployment, particularly winter unemp one 

even in periods of cyclical expansion, anc pari:yv 
also because of the withdrawal of the charte=< 
banks as major suppliers of mortgage funds under 
the Act. Lending by the Corporation, while it 
has always been on a residual basis in the sense 
that CMHC only makes loans to applicants who 

have been refused private loans, has not 
consistently followed a pattern counter to that 
of the NHA lending of the private lenders. This 


is because the Corporation has not made residual 


loans to all classes of borrowers and has, in 
accordance with Government policy, varied from 
time to time the scope of its residual lending 
by changing the criteria of eligibility for loans. 
S. 18 It would be inappropriate for CMHC, as an agency 
of the Federal Government, to make recommendation 
about mortgage lending measures or housing policy|, 
except to the Government itself. Therefore, this 
brief contains no recommendations. Its final 
chapter however contains comment about # number 


of issues about which there has been consicerab e 
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1 public discussion in relation to Government 

2 policy. These questions include: the 

be administered NHA interest rate; the application 
4 of the NHA exclusively to the new housing market 
5 NHA mortgage lending by the banks, as it is 

6 affected by the 6% interest rate limit on bank 
7 loans; the legal constraints on the size of 

8 loans that may be offered by life insurance anc 
9 loan and trust companies in their conventions] 
10 mortgage lending; and the rudimentary state of 


11 the secondary market for mortgages. 
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CHAPTER 1 


HISTORY AND PURPOSE OF HOUSING LEGISLATION 


As Housing Legislation 
Housing Legislation in the 'Thirties' 


The Government of Canada first entered the housing 
scene On a continuing basis when the Dominion 
Housing Act, 1935, was passed. Less than two years 


later, the Home Improvement Loans Guarantee Act, 


re 


1957, was passed and a year after that the Nevin: 
Housing Act, 1938 replacing and amending the 19%5 
Act, came into force. 

While activity under the housing legislation of the 
1930's was not on an impressive scale, the legis- 
lation itself has significance for establishing 
principles which to some degree have persisted 
since, although with important modifications. 

The Dominion Housing Act, 1935, had the purpose of 
stimulating the construction of new houses, for 
housing reasons as°such, and also for employment 
reasons. The stimulation of house building was to 
be effected through the mortgage nexus by the 
device of joint mortgage loans for the construction 
of residential accommodation. Mortgage loans were 
provided jointly by the Federal Government and 
private institutional mortgage lenders, mainly 
insurance companies, trust companies and loan 
companies. The Federal Government afforded loss 
protection to the private lenders depending on the 
amount of their participation in lending under ‘ne 


Act. The Federal share of the joint loan 
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provided at a low rate of interest. The private 
lender charged a higher rate and the borrower paid 
the resultant weighted average of the two rates. 
The size of loan in relation to the value of the 
property serving as security was higher than would 


otherwise have been possible for the private lending 


institutions to approve under the legislation zowvern 


: 2 CJ 2 ba | j 
ing their conventional lending activity. The loans | 
were subject to a maximum interest rate, and We 


repayable by equal monthly instalments of pri: 


and interest combined, over an amortization per’ 


of 20 years, which was long in the light of standard 
private lending practice at the time. 

The joint loan technigue had effects on both the 
demand for mortgage funds and their supply. It 


tended to increase the supply of funds by the aiveod 


infusion of the Federal loan share; by the provision 


of loss guarantees to the private lenders; and by 


the effect on the interest return to the private 
lender which was brought about by the provision of 
the Federal loan share at an interest rate below 
that charged to the borrower. The technique 
increased the demand for funds for new construction 
by affording mortgage loans which represented a2 
comparatively high proportion of the cost of the 
real estate security and by extending the amortiz- 
ation period and thereby reducing the amount of 
income required to carry a loan of a given size. 
The National Housing Act, 1938, confirmed the 


principle of joint lending contained in the 45 
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1| Act and introduced another type of specialized 

2 mortgage assistance which has continued to form a 

3 part of the array of Federal housing devices. The 

4 1938 Act introduced the limited dividend company 

5 loan technique, whereby long term, low interest 

6 rate, high ratio loans were offered to help 

7 finance low rental projects for tenants in particuldr 
8 need. The companies qualifying for loans were %o | 
9 limit dividends on their equity. in the projgects | 
10 that the arrangement called for philanthropic or 

11 eleemosynary incentives from the initiators. Tr- 
12 emphasis was on low rentals and low income tenants, 
13 and the initiative rested with private groups havin 
14 authentic welfare motivations. 


15 1.6 The Home Improvement Loans Guarantee Act, 1957, was 


16 intended to stimulate employment through the repair 
17 and modernization of existing dwellings. The Act 

18 authorized Federal guarantees against loss to 

19 private lenders making credit available for | 
20 residential improvement. The technique has persist¢c 
21 in subsequent housing legislation. 

22 The National Housing Act, 1944 

23 1 ocf The special conditions of wartime from 1939-1945 

24 drew the Federal Government into housing measures 

25 relating to the allocation of space, the admin- 

26 istration of rent controls and the provision of 

27 housing for employees of wartime industry, but 

28 these devices were not of eontinuing significance, 
29 and did not establish policy precedents which 


30 played a part in subsequent housing legis-ation. 
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The acceleration of marriages during the war howeveri, 
the increased pace of urbanisation, the rise in 
incomes, and the enforced limitation of new house 
building, combined to create a situation of con- 
gestion and housing shortage. The situation 
stimulated interest in housing questions and led 
to the passage of the National Housing Act, 1944, 
which was designed to help cope with the anticipa™ 
worsening of the housing shortage which would fc toe 


demobilization, and also to form an important ar 


et 


of the Federal measures to ward off mass unempivy.wen 


which was widely regarded as an immediate postwar 
threat. 

The National Housing Act, 1944, contained little 
that was new in principle, and rested mainly on 
three technigues which had been established befu-e 
the war, namely joint loans, loans to limited 
dividend companies, and guarantees for home 
improvement loans. In subsequent years however, 
important amendments to the Act were made to meet 
particular pressures, as will be outlined briefly 
below. 

The Act did contain a new provision however, to 
enable the Federal Government to assist in slum 
clearance projects. Under this provision the 
Federal Government was empowered to make grants 

to municipalities representing 50% of the costs 

of acquiring land in approved redevelopment areas, 
clearing the land, and preparing it for new uses, 


less 50% of the final value of the land s© ‘reatec. 
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Central Mortgage and Housing Corporation Act, 1945 
The Central Mortgage and Housing Corporation Act, 
1945, established the Corporation as the agency 

of the Federal Government primarily responsible 
for housing. The Corporation has had the main 
task of administering the National Housing Act, 
1944, but its activities have included the 
Supervision of housing activities arising from 
Other activities of the Federal Government which 
have involved housing or béen clearly related to i 
The Corporation was empowered, among other things, 
to buy and sell mortgages, or to lend on the 
security of mortgages. This power reflected a 


concept of the Federal Government as a potential 


'. source of funds which would enable holders of 


mortgages to liguidate or monetize them. The 
conditions under which it might be appropriate 

to do this were not spelled out in the legislation 
and in later years, when the Federal Government 
became a seller of mortgages in some quantity, the 
sales were carried out under other legislative 
authority. The concept, however, of a Federal 
Government role in a secondary mortgage market, 

or in the rediscounting of mortgages, was implicit 
in the Central Mortgage and Housing Corporation 


Act, of 1945. 


Postwar Legislative Developments, up to 1954 


During the postwar period and prior to the enact 


ment of The National Housing Act, 1954, certain 
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important amendments were made to the 1944 Act. 
There were a series of amendments which prepared th 
way for lending by the Federal Government directly, 
as distinct from lending jointly with the private 
lending institutions. In 1947 the Act was amended 
to enable the Corporation itself to make loans , 
corresponding in terms and conditions to joint 
loans, in places where private lenders did not 


provide facilities which would allow borrowers 


Obtain joint loans. In some outlying areas anc 
small towns the potential amount of mortgage 
activity was not sufficient to induce the private 
lenders to establish lending facilities, and in 
order that people living in such areas might not 

be deprived of the borrowing opportunities afforded 
by the Act, which were intended to be available to 
all Canadians, Parliament enacted legislation to 
empower the Corporation to make loans itself, 
without the participation of the private joint 
lenders. 

In 1948 the Act was amended to provide a special 
kind of direct lending authority for the Corporatioh. 
In order to stimulate rental building the Govern- 
ment introduced a scheme whereby the risks of 

new rental investment were reduced through the 
provision of minimum rental income guarantees for 
approved projects. To serve as a further stimulus, 
lending institutions ‘were authorized to make 
mortgage loans of up to 85% of the value of suc! 


projects, in place of the 60% that the legis ation 
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governing such lenders would otherwise have allowed. 
Such loans were subject to an interest rate limitation 
below that which the lenders could obtain on joint 
rental loans or on conventional loans. In face of 

the possibility that the private lenders might not 
find lending on such rental gaurantee projects 
attractive, the legislation authorized CMHC itself 

to make the loans in approved cases where private 
loans were not forthcoming. 

1.15 Another important legislative development in tie 
first postwar decade was also related to deficiecias 
in the supply of private mortgage funds under the 
Act at the terms stipulated by the legislation. 
Joint loans under the original Act were subject to 
a maximum interest rate stipulated in the statute 
itself. In 1951, with the rise in the general 
level of interest rates, the 4 1/2% joint loan 
interest rate came to act as an impediment to 
participation by the approved lenders. The rate 
was raised to 5% in June of 1951 and the Act was 
amended to make the establishment of the rate a 
matter of statutory regulation. The statute 
itself imposed a limit on the rate which could be 
set by regulation, this limit being related to the 
current long term Federal Government borrowing rate 
The rate was raised again in August of 1952. 

1.16 During the period, 1944 to 1954, changes were also 
made in the statutory loan to value ratios that 
governed the size of joint loans, and in the 


maximum amortization periods allowed. 
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1.17 The regulations governing the maximum size of loan 


beyond which the statutory ratios did not apply 
were also changed as building and land costs rose. 

1.18 In the mortgage field therefore, the Federal 
Government developed during the first postwar 
decade, a range of policy instruments, by which 
the pace of NHA lending could be affected. These 
instruments included the setting of interest rates, 
the fixing of loan sizes and amortization periods, 
and the determination of direct Federal lending 
policy. 

1.19 In public housing policy there was one development 
of historic importance which merits mention even 
though it is not related directly to the mortgage 
market. During and after the war the Federal 
Government had provided directly a large number of 
Federally-owned public housing units for war workers 
initially and for veterans after the later stages 
of the war. This direct house building programme 
was terminated in 1949 but the Government was 
convinced of the need for a means of providing 
Federal assistance for the provision of public 
housing on a continuing basis. In December of 
1949 legislation was enacted which empowered the 
Federal Government, in partnership with provincial 
governments to build and own housing projects, with 
75% of the capital costs and 75% of the operating 
revenues or losses being shared by the Federal 
Government and 25% by the provincial government. 


The province under the legislation was free to 
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Obtain any part of its Share of costs from the 


municipality in which a project was to be located. 


The National Housing Act, 1954 


1.20 The National Housing Act, 1954, had the overriding 


Purpose of increasing the supply of private mortgage 
funds for house building. It replaced the joint 
loan system, which had been in effect for nearly 


20 years, with a system of insured loans for new 


house building. Apart from this°it merely retsie 


QO, 


and continued the existing provisions of the Naciondl 
Housing Act insofar as they related to public 
housing, slum clearance, rental guarantee projects, 
home improvement loans, and loans to limited 
dividend companies. It also left largely unchanged 
the provisions empowering the Federal Government to 
engage in direct lending as distinct from joint 
lending under the previous Act. 

The Act was designed primarily to admit the 
chartered banks and the Quebec Savings Banks as 
approved mortgage lenders under the Housing Act. 
Prior to this the Chartered Banks had been de- 
barred from direct mortgage lending by the terms 

of the Bank Act. 

Among the reasons offered to explain the exclusion 
of the chartered banks from the mortgage field was 
the illiguidity of mortgages and the short term 
nature of chartered bank liabilities. Without 
concession to the merits of this argument, it was 
believed that mortgage lending by the banks would 


be more acceptable if mortgages themselves weve 
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more transferable, more eaSily marketable. And 

apart from the alleged particular requirement of 

the banks for marketable mortgages, liquidity of 
the mortgage instrument was recognized as desirable 
in itself. 

1.25 To contribute to the liquidity of NHA mortgages, 
the Act provided for an insurance policy on each 
loan to protect the owner of the mortgage from loss 
in the event of default. The previous Act hac 
afforded protection to the lenders against losses 
on defaulted mortgages. But the protection to the 
lender against loss under the joint loan system 
was in the form of accumulated credits to the 
particular lending institutions which originated 
the loans and it attached to these institutions 
as originators rather than as owners of loans. The 
loss protection was not specific to the individual 
mortgages themselves and was not inherently 
transferrable with the mortgages. The new system 
of insured loans incorporated the loss protection 
in an insurance policy specific to each particular 
mortgage 

1.24 The insurance of mortgages was conceived as an 

economic operation and was not provided without 

charge as was the case with the joint loan loss 
protection. The new Act provided that the insurance 
was to be paid for by the borrower in the form of 

a single premium representing 2% of the mortgage 

amount in the case of loans On nome ownership 


property and 2 1/2% in rental property. This 
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represents the equivalent of about 1/4 of 1% in 
terms of annual yields over the life of the loan. 
The insurance premiums are accumulated in a mortgag 
reserve fund, out of which, insofar as possible, 
claims under the policy are to be honoured. Claims 
On the fund however, to the extent that they exceed 
the resources of the fund represent liabilities of 


the Corporation, and beyond that, the Crown. 


1.25 The mortgage insurance now provides that in she 
event of default the owner of the mortgage has the 
Option of retaining the property or making a-cla in 
under the insurance policy. The policy provides 
for cash payment in an amount representing the 
sum of 4 items: 


a) 100% of the amount of mortgage principal 
outstanding; 


b) the mortgage rate of interest for a period 
of default up to six months; 


c) the mortgage rate of interest less 2 for 
a further period up to 12 months; 


d) an acquisition fee of $150 and such taxable 
legal disbursements as may be approved by 
CMHC. 

1.26 The insured loan is provided entirely by the 
private lender and does not involve joint partic- 
ipation by the Federal Government. The direct 
lending powers of the Corporation however, as they 
existed under the earlier Act were eontinued in 
the new Act in much the same form. 

1.27 The new Act empowered the Corporation, in addition 


to the powers already contained in the Central 


Mortgage and Housing Corporation Ac, %- . 
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sell insured mortgages, Subject to the approval of 
funds by Parliament. The Corporation thus has 
powers to buy and sell mortgages under two separate 
Statutory instruments. 

1.28 In the new Act the loan ratios authorized were set 
above those prevailing under the Ya aet as 
amended, and the minimum amortization ek to 
which the borrowers have entitlement was increased 
from 20 to 25 years. Maximum loan amounts beyond 
which the loan to value ratios in the statute de 
not apply were set by regulation at higher leve's. 

1.29 The interest rate continued to be fixed by regulatidn 

according to a formula depending on the long term 

Government borrowing rate. It was set initially 

at 5 1/2% which, as far as the borrower was 

concerned was 1/4% higher than had applied under 

the previous legislation. In addition the borrower 
was faced with the mortgage insurance fee which 
represented the equivalent of about 1/4% on the 
interest rate. On the other hand the 5 1/2% return 
to the lender was 1/4% lower than had been enjoyed 
immediately prior under the previous legislation. 

With the insured loan as distinct from the joint 

loan there is no difference between the rate paid 


by the borrower and the gross-.return to the private 


lender. 


Legislation, 1954-1962 


1.30 Since 1954 there have been two main new legislative 


developments under the Housing Act. The 
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Government, through CMHC has extended long term 
credit to municipalities for the development of 
Sewage Plant and trunk lines, and it has extended 


credit to Universities for the construction of 


dormitory accommodation. The legislation introducing 
these two new types of loan came into effect in 
late 1960. 

1.51 Apart from these two items the Housing Act underwent 
little basic change in this period although aut> omize 
loan ratios and maxima were increased and the max- 
imum allowable amortization period on insured loans 
was raised from 30 to 35 years (see Schedule 2, 
Appendix "A"). 

1.32 The principal developments in housing policy, as 
distinct from legislation during this period, were 
in the very greatly expanded role played by the 
Federal Government as a lender. The legislation 
itself remained basically intact. 

1.33 Appendix A at the back of this report provides a 
chronological list of the main items of Federal 
Housing legislation, beginning in 1918 and leading 


up to the present. 


B. Aims and Objectives of Housing Policy 
1.34 The preamble to the National Housing Act, 1954, 
describes it as "An Act to Promote the Construction 
of new Houses, the Repair and Modernization of 
existing Houses, and the Improvement of Housing 
and Living Conditions". The general inprovement 


of residential living conditions may 96 caken 
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the proximate objective of Federal housing policy. 
But this in itself is so vague as to have little 
Precise meaning, and it fails to account for 
objectives which housing policy in the past has 
often been used to pursue, and which are not direct] 
related to housing as such. 


Housing and General Economic Policy 


Housing aims can not be followed independently 


of more general aims of economic policy, particulart: 


employment policy. The entry of the Federal 
Government into the housing field on a continuing 
basis in the thirties was prompted by employment 
objectives as much as by housing objectives. 
Housing, and particularly house building provided 
an almost ideal vehicle for Government to use in 
stimulating private investment and thereby creating 
employment. Housebuilding is pervasive; it is 
massive; it requires a comparatively high component 
of direct on site labour; it uses domestic materials 
for the most part; it has unusually large joint 
demand effects; and last but not least it is 
widely acceptable as a social objective and there- 
fore as a basis for Government policy. 

The National Housing Act of 1944, like the earlier 
Acts in the thirties, rested as much on general 
economic objectives as on housing objectives. 
While the exigencies of wartime greatiy added to 
housing congestion, and while as a consequence 
there was a Wide recognition of housing probleme 


as such, and their likely exacerbation at the end 


qotiog gntavod Lgrebel to evttoetdo evemixomg edd 


a eee ee 
T43kL oven ot as ougav oe at tieath ot atdd tue 


go tovooos OF alist TL bos .gninsem caboetg 


esi daeq odd nt yotlog antevod fotdw eevttoetdo 
yeTEh t#on ete dofdw boas .sveitug ot} beau need netto 
sdouve as gntrevod ot betsiet 
yotlot otmonood Istens) bos ghtevou 
: ¢linebneqsbnat bewolfot ed gon aso amis gntevol ae 
Maivols rsd .yotiog atmonoos to amis [seieneg stem to 
Lansbest odd To wade aif ,yotfoq tnemyolqme 
: grtunttnos s no bist? gntavuod. sci oink toommrevod 
inenmvolams yd betamorg eaw estdatdd ond at etesd 
,esvitostdo sniavod yd en doum es esvidostdo jet 
bebiverq gniblkvd savod yinsivuoivtasq bos .gntewoH det.L lat 
on geil ot Inemntevov sic efloinev Isebt taomis a8 ler 
git B61 ydevredd bos Poe ee ateaving gnitsivumitea Var 
g al tf vevitesvreg alt gniblindsavoH .tremyolqms ay! 
dnsnoqaos agin ylovitstaqmoo s eextupsy of -oviaasm | 
Ishved sn opteomob sean tr :rv0dsf ottfa no tvoortb to | 


tetot sural yifeueunuy 26d tt .:trsq teom odd 10T 


et tk desol ton tud tesl bos :atoette bosmeb 


| -sxedd brs ovitostdo Igtooe s as eldstqeoos yLobiw 


-Yotfoq toemorsvovd r0Ot atesd 6 as ox0T 
| wollietes anid swit , MMOL to toA ankevoH IsnotdeU eT YE.L 
lewtensy no coum as betaer .estit¢tidd et oft etoA 


»@8vVitoestdo anteuod no as asvitostdo otmopmoos 


od bebbs yitsory emidisw to astonegtxe edd eftdw 


_ Sonsupsenoo s as sfidw bone .nolvesanos yntevor 
= a, . 
emeidexg goiaved Te sorttngooe, sbtw s asw etedt 


vis Se morsetneoers (foxtt atertt tne ove & 


29 


30 


1.36 


1.39 


Nethercut &é Young 


Terento, Ontario 

of the war, the '44 Act was designed not only to 
meet these problems, but also to contribute to the 
general level of investment and counteract the 
deficiencies in aggregate demand that were expected 
to follow the end of hostilities, 

The Housing Acts of the 1930's therefore and the 
Act of 1944 reflected a duality. of purposes, the 


Stimulation of economic activity, and the improve- 


ment of housing conditions. The purposes were 
complementary, and not contradictory. Until the 
Korean crises in 1951 the stimulation of housing 
and general economic policies reinforced one 
another. In 1949 down payments under the Housing 
Act were materially reduced to stimulate demand 

and to counteract the business recession then 

being experienced. . In 1951; however, with the rise 
in defence expenditures and the overall stimulation 
of aggregate demand thereby entailed, the first 
major use of housing policy as an anti-inflationary 
weapon took place and down payments were increased 
under the Act in February of 1951. 

Higher down payments immediately reduced the demand 
for NHA loans but by the summer of the year even 
the reduced demand was more than the private lender 
were ready to supply in the context of a higher 
general level of interest rates and the statutory 
maximum rate of interest under the Housing Act. 

The fixed NHA rate of interest in the early postwar 
period operated without leading to discontinuity 


in the supply of private funds as long as Over 


ie : 


2 
_ | 5 : 
7? 2a - a 7 
oft 
0 


: 


8 fet 


eld of studiatnoo of coals dud .emeddorg seed Joon 


ait tosretnuos bos tnomteoval to fevel L[stsneg 


: 
bes gosqxs etow tadt daecteb otegetggs at aelonstotteb 
7 ,aettiitteaod to bae edt wollot of 
att bas sxotersdd 2'O&CL ed? to atoA gnienoH edAT 
od ,asaogiug to ytiisub s betoelist kiof to doA 
-svorgmt odd bos .yivitos otmonose to sotisiumtte 
secotdtbnes xyateved to trem 


avtew esaeoqmgq oAT 


aad Lion _yrototbsertn09 jon bas .yrsinemelqmoo 
sytevod to notigeiumite edd Leer at esekro Aget0od 
sno beoxvotntes astotiog oitmonoos IsisneR bas 
gatavoH sd¢ tebou adnemysq awob esol n= .‘ertons 
boeweb otefumtte od bsouber yilisivstem otew doA 
pant noteesoos deonteud ent Jostetmu09 ot bos 


sett od cttw .revewon ,lcel nl .beoneiisqxe anted 
‘sotislumtte [fetove. edd bas estusdihbnegxe soneteb ot 
daxit odd .beiteine ydererld bagsmesb stsge1gg8 to 
yissolteltont-tings as as yotfloq gntevond to san sotem 
biaielbiist stew atosayeq nwob bas so6lg Hoody mogsow 
»f2ef to yteurded at voA oct tebou 


‘bnesish oft beouber yletetbommt atnomysq awob terdgtH 


neve rs9y ot to temmua edt yd dnd arieol AHU Ot 


-tenigin s to txstnoo od? nt yigqua od ybset stew 


yiodutate oft bos asiey teoretdnt to Level Levene 


otoA gotevoH edt tsbov testetnt to etsy mumixem 


5 er i to 7 ; & 
7 Ylno ton bergtesb asw a ee 


ersbool stevixq sdt nedd srom esw bonsmeb beovubst orld 


8&.£ 


ect 


Nethercut é Young 


Terente, Ontario oo 
1 rates of interest remained reasonably stable. During 
2 the 'fifties', however, the rate of house building 
3 under the Act was affected in the short run by the 
4 supply of private mortgage funds more than by any 
5 other single thing. Except for brief periods in 
6 the fifties there was a chronic excess demand for 
‘1 mortgage money at the borrowing terms available 
8 under the Housing Acts. 


9] 1.40 In the fall of 1957, Government made use of housing 


10 policy again to stimulate house building and to 

11 combat high general unemployment levels, and 

12 anticipated severe winter unemployment. In the 

13 context of excess demand for NHA funds the Govern- 

14 ment employed the direct lending powers available 

15 in the Act on a far wider scale than had been done 

16 in the past. Since that time, the Government itself 
17 has continued to act as a major lender, with 

18 modifications in its policy as time and circumstances 
19 indicate. The Government has never returned to the 
20 position of almost no direct lending that applied 

21 before 1957, but the degree of its commitment as a 

22 lender has been adjusted since 1957, largely in 

23 response to employment conditions. (See Chapter III}. 


24 1.41 From this brief and impressionistic account it will 


25 be appreciated that objectives having little to do 
26 with housing as such, have, from the beginning, 

27 played an important part in the formulation of 

28 housing policy. Housing policy, therefore cannot 
29 be understood in isolation, and represent one of th 
30 important instruments of the general economic polic 


of Government. 


= pey sunt 
at oS0dada yidenoaeey OSntenet Jastedn touwster 
gnipfivd savor to stst edd .revewor ,aerdtEt’ verte 
eas yd nuy datefe odd nt batostte aaw toA end toby 
yaa Vd asdd svrom ebaut Ssygend tom etavitg to ylaqua 
at abotreq teind tot ¢qesxd sanidt signta rerivo 
+4O% Haaneb e2aeoxs olnotdo 6 esw eredt aebstr? sd 0 
gitisltsevea amist sotworrod ofd ga yanom egeRd TOM 
sBtoA gotevoH eit yebrv 
gniauot to sav sham doametevod Yael to ffst sid at O#F.L 
oo bnew gniplbed disie atsivmite ot Aisae yoliog 
bie .aleveal tosmyofameny Levredes dgid tadmoo 
efit ot stoemyolamsnu sietatw srevee boedsqhotins 
-#y5vVoR edi echout ANU sot boemob 2asoxe Io Txs7no9 
eideliieve etewoq eatbnsi doervib eld beyolqme Inem 
snob seed bed neaedtd osissea sami its? $ 10 toa eat nt 
Peat: fhoemitevedD ofd  smty tadt conte .tenaq eft nt 
dtiw .vehnel obsem's se tos*od Beunivnos ead 
efetsmorts Oboe emit es yorioq ert «os ancitpolttbom 
eit od dbenwuter teven aad tnenntevodD sift .estestbot 
bstigqge vert xantbnef tos1tb on teonlse to aofiteoq 
s ef fnemtimmos eti to ssizeb oft tod jeer stored 
me yfegrel .YcCE sonte bstaut be naed eet seonet 
[Il vatqerid 998) .anottthoaos tnomyolqme et sanoqaet 
[ftw ti tnvoses ottetnot aeramt bos tested stat most CA.f 
| Ob OF efidti yoived covidoe{do dant Ostetostaqe 9d 
eadtanigsd env movt ,aved .fove 2s gn lavon cid iw 
to notveivmot eft nit trseq ingdroOqmi ae bsyelq 
fonts steteteti ,yoifoqg sntevoH §.yotdog gnistod 
i to anh wneeseqery brs dcitefoet nt booterebrie *ed 


pilog siwoneoe ‘Lerensg ort Te etremutstant taediéqmt 
tr owawawe?s) Fn 


Nethercut &é Young 
A °o ay 


Toronto, Ontaric 


Housing Objectives 


1.42 Housing objectives of course also Play a part in th 


formulation of legislation and policy. But the 
housing objectives themselves are not specific or 
closely defined. The preamble to the 1954 Housing 
Act calls for the improvement of housing and living 
conditions. This statement implies that these 
conditions are not satisfactory. But neither the 
Act itself, nor any Government which has had the 
responsibility of administering the Act, has indicat 
what standard of housing conditions would be con- 
Sidered satisfactory. Improvement is called for, 
but no particular rate of improvement is specified 
and no definite terminal objective has been set. 

It is not possible therefore to designate a specifi 
set of housing and living conditions as the objecti' 
of the National Housing Act, 1954. 

1.43 Housing conditions could be improved either gquanti- 
tatively, by an increase in the amount of residenti 1 
space per person, or quantitatively by an improve- 
ment in the design or amenities or condition of 
the available space per person. It would be possibile 
to improve housing conditions in one sense by 
improving quality even when the amount of space 
per person or per household was declining. Consumers, 

as users Of dwelling space place a value on housing 

quality and for consumers in general there is some 
degree of improvement in the quality of housing tha 
would more than compensate for a decline in the actual 


amount of space. In 4 market sense, consumers woul 
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Pay more for a given spatial amount of one kind of 
housing than they would for a greater spatial amoun 
of some other kind of housing, provided that there 
Was enough qualitative difference between the two 
kinds of housing. In the sense of this kind of 
market judgment then, the improvement of housing 
conditions enjoined by the Housing Act, could in 
certain circumstances be achieved when congestion 
in terms of the number of persons per room so» pe» 
Square foot or the amount of doubling up was actusl 
increasing. This would be true only in a market 
sense, however, and it would reflect the behaviour 
of people purely as consumers and would be in- 
fluenced by the distribution of income among them. 
Government policies are not judged by market criteria 
solely however, and they depend for acceptance 6n 
the support of the population, not purely as 
consumers, but as voters, and as judges of sociai 
objectives. It is difficult to believe that in 
this role, whatever may be their behaviour as 
consumers, many people would accept the view that 
housing conditions were improving unless the number 
of dwellings was increasing just as rapidly as the 
number of families and other households. Therefore 
an increase in the: number of occupied dwellings in 
relation to the number of families and non-family 
householdg is apt to be regarded widely as one of 
the objectives of the National Housing Act. 

1.44 Such an objective would indicate that the current 


new housing program should provide a number of ney 
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units sufficient to look after tne needs arising 
from the growth and movement of the Canadian 
population, and the loss of existing dwellings 
through abandonment, condemnation, accident, or 
demolition. It is difficult to forecast such 
demographic and economic events with confidence 
but in order to assign a rougn order of magnitude 
to minimum housing requirements as defined by tnis 
Particular objective, it is suggested that they 
would be in the neignbornood of 110,000 new units 
annually over the next decade, excluding needs 
arising from net immigration into the country. 

An objective stated in terms of a minimum rate of 
housebuilding over the years is neutral as to 
technique. The National Housing Act provides for 
three basic kinds of assistance to new house 
building. There is the provision for the construction 
of public housing through Federal Provincial 
partnership. There is the provision for long term 
low interest rate loans to limited-dividend 
companies building rental accommodation for low 
income households. And there is the whole insured 
loan system aimed at assisting the provision of 
private housing for the general market with mortgag 
money provided by private lenders and by CMHC in 
certain situations when private funds are not 
forthcoming. While public housing and limited- 
dividend company housing have been important in 
achieving special results for low income groups, 


the loan insurance system has accounted for most 
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of the activity under the Act. Since the Housing 
Act of 1954 came into force there have been 414,500 
new houses built under its provisions. These 
represent about 40% of the total of new starts in 
the period. Of these, 383,000 or 92%, were 
provided under the insured loan provisions. The 
dominant Federal Government influence on house 


building has been through the mortgage market. 
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CHAPTER 2 


HOUSING DEMAND AS AFFECTED BY THE TERMS OF 
M 


—_________ MORTGAGE BORROWING 
The demand for Womans Of all kinds is affected by 
the terms on which mortgage money is available. 
There are three bite elements in the terms of 
mortgage borrowing: the amount of loan that can 

be obtained in relation to the capital value of 
the real estate serving as security for the loa 
the interest rate at which the loan is made; an¢ 
the rate at which it is required to be repaid. 

An easing of the terms of mortgage borrowing means 
an increase in the maximum loan to value ratio or 
a reduction in the interest rate, or an increase 
in the repayment period or a combination of any 
two or three of these. 

In a free and competitive market these mortgage 
lending terms would be established on the market, 
and they would depend on the demand of borrowers 
for loans of various sizes and maturities and 
interest rates and the supply of loans of various 
sizes, maturities and interest rates from the 
lenders. The relationship between mortgage interes 
rates, amortization periods and loan sizes would 
depend on the lenders' attitudes towards and 
assessment of yield,risk, nnd ltuataees: and on 
the borrowers readiness to encumber future income 
in return for immediate cash. 

To an important degree, mortgage lenders and 


borrowers in Canada do not have unrestricted rights 
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to establish these mortgage lending terms on the 
market. In the first place the life insurance 
companies and the trust and loan companies, who 
represent the principal source of private 
institutional mortgage money are not allowed to mak 
Second mortgage loans at all under the legislation 
governing their activities, and in making conven- 
tional first mortgage loans are not permitted to 


encumber a property beyond two-thirds of its 


appraised value. The chartered banks are not aliowed 
to make mortgage loans except under the Nationa’ 
Housing Act, and under the National Housing Act, 
all approved lenders are subject to statutory and 
regulatory control of all three of the basic 
mortgage lending terms, interest rate, amortization 
period, and size of loan. 

Thus in the NHA mortgage market, lenders are free 
to decide only the extent of their participation. 
In the conventional market, the banks may not 
participate and the life insurance and loan and 
trust companies are free to decide the extent of 
their lending and the amortization periods and 

the interest rates at which they will lend, but the 
are not free to vary the size of the loans they 
will offer beyond two-thirds of the value of the 
mortgaged property. Other private lenders in the 
conventional mortgage market are free to vary the 
amount of their lending and all of the terms on 


which they will lend. 
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1 Mortgage Lending Terms and the Demand of Home Owner 


2| 2.6 The demand of home owners for dwelling space in the 


3 form of owned houses increases asS mortgage borrowin 


4 terms are improved. As far as mortgage interest rat 


5 are concerned the effect is obvious enough. A declilne 
6 in the mortgage interest rate enables home owners, 

7 without any change in their down payment, to buy 

8 housing for a smaller amount of income over a given 
9 amortization period. Only those home owners wit» 

10 sufficient liguid assets to pay raat for thouses, 

11 and with sufficiently low liquidity preference *- 

12 hold a real estate equity representing the entire 

13 Value of the house they own, would be-unaffected in 
14 their demand for houses by a lower mortgage interest 
15 rate. 


16] 2.7 An increase in the size of loan to value ratio 


17 offered by lenders would also increase the demand 
18 for owner Occupied houses. Such _ increase would 
19 Widen the opportunity for buyers to substitute 

20 income for cash in purchasing housing, and there 

21 are always potential buyers niin taka wish to do so 
22 In an unrestricted market it might well be expected 
23 that excess demand for mortgage money would not 

24 exist in equilibrium, since lenders could in such 
25 a situation obtain higher interest rates. But the 
26 mortgage market, as has been explained, particularl 
27 under the National Housing Act, is not free and 

28 unrestricted and therefore excess demand for mortgage 
29 money at the available terms does exist. 


30 2.8 Similarly the demand for owned houses can be 
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increased by an extension of amortization periods 
and the increased Opportunity offered thereby for 
Owners to substitute future income for present 
income in buying houses. 

The Demand of Rental Entrepreneurs 

2.9 The demand of rental entrepreneurs for investment 
in real estate is related of course to the rents 
they expect to receive and to the costs they have 
to incur. These costs are made up of equity ara 
financial costs. The equity represents the 
immediate stake they must put up to acquire a 
property and the financial costs represent the 
Stream of payments they must make to service the 
mortgage debt incurred in paying for the difference 
between the equity and the total capital cost of 
the project. 

2.10 An improvement in the terms on which a rental 
entrepreneur borrows mortgage money could either 
increase his leverage or lower his borrowing costs, 
or extend his borrowing period which is equivalent 
to increasing his leverage over time. Any one or 
any combination of these would in itself enhance 
the demand of rental entrepreneurs for investment 
property and tend to stimulate the amount of rental 
building. 

Owners and Rental Entrepreneurs Together 

2.11 While a given improvement in first mortgage 
borrowing terms would increase the demand of those 
buying housing to own and those buying housing to 


let, the elasticity of these two demands would not 
necessarily be the same. 
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The impact on demand in the case of a reduced 
interest rate or an extended amortization period 
would arise from lower annual charges on the first 
mortgage. The degree of effect on demand would 
vary directly with the size of the first mortgage 
in relation to total capital costs. It would vary 
inversely with the cost of funds used in addition 
to first mortgage funds to finance investment in 
real estate. Generally speaking, rental entre- 
preneurs, aS compared to home owners, are operating 
in a scale that affords them better access to i ids 
that can be used in addition to or as a substitute 
for first mortgage money. Therefore, if rental 
entrepreneurs and home owners had similar first 
mortgage loan to value ratios, an improvement in 
mortgage borrowing terms in the form of extended 
amortization or reduced interest rates would have 

a greater effect on the demand of rental entre- 
preneurs than on home owners. 

An improvement in mortgage borrowing terms in the 
form of higher first mortgage loan to value ratios 
would arise from widened opportunity to substitute 
tibet mortgage funds for funds from other sources 
in investing in real estate. The degree of its 
effect on demand would vary inversely with the 
first mortgage loan to value ratio itself and 
directly with the cost of obtaining funds other 
than first mortgage funds. Therefore if initial 
loan to value ratios were the same for owners and 


rental entrepreneurs, an increase in these ratios 
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would have greater effect on the demand of home 
owners than on the demand of rental entrepreneurs. 

2.14 On the conventional mortgage market borrowing terms 
are available to home owners and to rental 
entrepreneurs on more or less equal terms. 
Institutional lenders are free to vary interest 
rate and amortization period but they may not go 
beyond 2/3 of value in loan to value ratio in first 
mortgage. 

2.15 Under the National Housing Act the mortgage terms 
available to home owners and to rental entrepreneurs 
are the same with respect to interest rate and 
amortization period but they favour the home 
owner in some other aspects (see Schedules 2 and 3 
to Appendix A). At present the home owner may 
obtain a loan representing 95% of the first 
$12,000.00 of value, and 70% of the remainder up 
to a maximum of $14,900.00. The rental entre- 
preneur is held to 85% of value up to a maximum 
of $8,750.00 per unit. A small difference arises 
also in the mortgage insurance fee which amounts 
to 2% of the loan for the home owner and 23% for 
the rental entrepreneur. 

2.16 The National Housing Act would appear to have 
stimulated home ownership building more than 
rental building. The Act permitted institutional 
lenders to offer higher first mortgage loan to 
value ratios than they could provide in the 
conventional bissianinte market. This..in itself, 


even if the loan to value ratios allowed in the 
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1 rental market were equal to those provided for in 

2 the home ownership market would have stimulated 

3 Ownership lending more than rental lending. But 

4 the Act has accentuated this effect by the stat- 

5 utory provision for higher loan to value ratios for 
6 Ownership housing than for rental housing, and by 

7 the regulatory establishment of higher absolute 

8 maximum loan limits for houses than for apartments. 
9 It is true that the Act also provided for amorti-~ 
10 zation periods for both ownership and rental housin; 
11 that were longer than the lending institutions were 
12 accustomed to observe on the conventional market, 
13 and that the demand of rental borrowers might be 

14 expected to be more responsive to changes in 

15 amortization periods than that of home owners. But 
16 the lending institutions were always free to offer 
17 long amortization periods. In this sense the 
18 provision for long amortization periods did not 
19 Overcome any existing legal constraint in the 
20 mortgage market. Only in the provision for higher 
gs loan to value ratios did the Act permit the lending 
22 institutions to make a kind of mortgage loan that 


23 they previously were unable to offer. 

24 The NHA and Mortgage Borrowers Terms 

25| 2.17 The National Housing Act has affected the demand 

26 for mortgage funds and for new housing in two ways. 
27| 2.18 First it has increased demand in total by the 

28 statutory creation of a mortgage market where 

29 borrowers can obtain higher ratio loans over long 


: amortization periods. It has helped to compensate 
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for the added risk and illiquidity of such loans 
from the point of view of the lenders, by providing 
mortgage insurance. The interest rate under the 
Act has affected the supply of private funds made 
available for loans, but there has always been 4 
substantial, if highly variable, flow of NHA funds 
from the private lenders. This indicates that at 
all times some lenders, and at many times many 
lenders, have preferred to do a sizeable NHA 
business rather than concentrate all their mortzage 
lending in the conventional sector. It suggests 
that the existence of the Act tended to bring forth 
a greater total supply of mortgage money, conventional 
and NHA together than would otherwise have been 
available, and a greater amount of residential 
building. 

2.19 Second, the Act, by providing more favourable 
borrowing terms for home ownership than for rental, 
has tended to increase the amount of home ownership 
building in relation to rental building. Insured 
loans by private lenders under the Act during the 
period 1954 to 1961, have been approved for 417,000 
new dwellings of which 79% were for owner Occupancy}. 
In the conventional mortgage lending sector, loans 
for 319,000 new dwellings were approved by the life 
insurance companies and the loan and trust companies 


during this same period, and 37% of these were for 


owner occupancy. 
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CHAPTER 3 


SOURCES OF FUNDS FOR NEW HOUSE BUILDING 


Outlays on new housing in Canada from 1954-1961, 
roughly the period during which the 1954 Housing 
Act has been in force, amounted to $12.3 billion. 
The immediate sources of funds for these outlays 
were as follows: 

(a) life insurance companies’ $3,739 million or 22% 
(bo) banks $1,227 million or 10% 
(ec) trust and loan companies $ 956 million or 8% 
(ad) government $1,678 million or i44 


(e) other sources $5,745 million or 46% 


Life Insurance Companies 


Life insurance companies have represented the main 
private institutional source of mortgage funds in 
the period 1954-1961. They have provided 22 percen 
of the new housing money over the past eight years. 
Their gross investments in mortgages on new housing 
have represented over 70 percent of their increase 
in liabilities in the 1954-1960 period and the 
increase in their total mortgage portfolio over thi 
period has represented 62 percent of their increase 
in total assets. 

The annual mortgage loan approvals of the life 
insurance companies during this period varied from 
a low of $378 million to a high of over $700 million. 
Their lending under the National Housing Act was 
particularly volatile, annual commitments being as 
low as $96 million in 1957 and $113 million in 1959 
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and as high as $282 million in 1954. The fluctuatipns 
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in life insurance company lending under the NHA 

are related to the statutory interest rate applicabl 
and the ability of these lenders to make conventiona 
loans as an alternative to NHA loans, the conventional 
loans being subject to no interest rate limit. 

Life companies enjoy a particular stability in the 
sources of their funds, the flow of these being 
based largely on a historical accumulation of 
contractual obligations which are not likely so 

pele hinntehives over a short period. 

Banks 

Banks have provided 10 percent of new housing money 
since the 1954 Act came into force. While it is 
commonly believed that only a small fraction of 

the banks resources can be devoted to mortgage 
lending, their gross mortgage outlays in the 1954- 
1959 period, when they were actively engaged in 
mortgage lending, amounted to 55 percent of their 
increase in savings deposits and 26 percent of 

their increase in total liabilities. Their 
mortgage portfolio represented 6 percent of total 
assets at the end of 1961. 

There have been wide variations in the annual volum 
of mortgage lending by the banks; their mortgage 
loan approvals in two years being over $300 million 
and in two others being less than $175 million. 

In the last three years, with the general rise 

in interest rates, banks have come up against the 
statutory limitation on loan interest rates 


contained in the Bank Act and this limit is,too 
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low to encourage mortgage lending by the banks when 
the gross returns almost as high are available on 
shorter term loans. The banks have therefore 
Virtually withdrawn from direct mortgage lending 

in the last three years. 

Trust _and Loan Companies 

Trust and loan companies have provided 8 percent 

of the new housing money over the past eight years. 
They have been reasonably stable in their total 
mortgage lending but highly uncertain as lenders 
under the Act, their lending on insured loans 
ranging from $9 million to $175 million over the 
past eight years. Depending not only on deposits 
but also on short and medium term securities as 
their source of funds, they undergo substantial 
Variations in the total flow of money available 

to them as their operations are sensitive to short- 
term changes in the structure of yields in the 
capital market. 

Trust companies may well have an important role to 
play in the indirect placement of funds into the 
NHA market. As agents of primary investors who 

do not have direct access to NHA investment as 
approved lenders, the trust companies offer a 

means of acquiring NHA mortgages. In 1961 the 
trust companies made loans for over $15,000 new 
dwellings under the National Housing Act, and 

this represented about 3 times the volume of 
business they had done in any previous year. A 


substantial part of this lending undoubtedly 
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1 represented loans intended ultimately for invest- 
2 ment by third parties. The banks for instance, 
3 while they do not originate NHA loans at more than 
4 6%, may acquire such loans as investments at prices 
g which promise to yield more than 6%. Pension funds 
6 may also wish to acquire such mortgages as high 
7 yielding investments. The trust companies, enjoyin 
8 a necessarily close association with banks, and 
9 being in the position of administrators of a larger 
10 proportion of trusteed pension funds, would appear 
11 as logical originators of mortgage loans for. these 
12 two secondary market outlets. 
13 Government 
14 229 The Federal Government has served as a major 
15 source of new housing money from late 1957 to the 
16 present for reasons originally dictated by general 
17 economic policy considerations and to sustain 
18 lending under the Act. Thus in the 1957-1961 
19 period Central Mortgage and Housing Corporation 
20 disbursed $1.5 billion or 15 percent of the $8 
21 billion expended on new housing. In terms of 
22 @welling units, loans from Central Mortgage and 
23 Housing Corporation financed 131,000 out of the 
24 663,000 units started. Thus one out of five 
25 dwelling units started in the 1957-1961 period 
26 was financed by direct government NHA funds. 
27 3.10 Up until the fall of 1957, the Government had 
28 pretty well confined its direct lending, apart 
29 from loans to limited dividend companies for low 


30 rent projects, to home owner applicants in centre 
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of 55,000 population or less. In the face of the 
eyclical unemployment problem of 1957, and with the 
prospect of severe winter unemployment in the winter 
of 1957-1958, and in cognizance of a demand for 
mortgage loans at NHA terms far in excess of what 
the private lenders were prepared to meet, the 
Government altered its direct lending policy and 
made loans available to builders, rental entre- 
preneurs and also to home owner applicants in the 
larger urban cities. Builders were subject to a 
guota of 25 loans each. Dwellings built under the 
program were subject to a unit size limit of 

1,050 square feet in order to avoid the use of 
public funds for luxury building. Rental projects 
were subject to ceilings on the prospective rent 
levels. All these CMHC loans were residual in 

the sense that borrowers had to provide evidence 

of their inability to obtain the loans from private 
approved lenders. 

Sell In the early fall of 1957 there remained about 

$150 million of an original appropriation of 

$250 million that was provided in the 1954 Act 

for this kind of lending. In less than three 
months this appropriation was fully committed, and 
in December a further $150 million was voted by 
Parliament. The demand for loans remained high 

and in February rental loans were suspended and 
have not been made available again. By April, 
1958, the program came to a temporary end by virtu 


of the exhaustion of the $150 million appropriatior 
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made available in November of 1957. A new vote of 


$350 million permitted the resumption of lending to 
home owner applicants and to those builders who had 
not used up tne 25 unit quota allowed in the origin 
arrangement. In the fall of 1958 a new quota of 25 
units per builder was authorized, again to diminish 
the winter unemployment threat, but this time it 
was subject to a time limit and had to be acted 
upon by the end of the year, or forfeited. Ih 

1959 loans from the first of the year were availabl 
only to home owner applicants until the fall when 

a new quota of 15 loans per builder was again 
authorized, this one also available only till the 
end of the year. Funds again ran out toward the 
end of the year and as Parliament was not sitting, 
the CMHC lending program was interrupted until 
March 1960 when an additional $500 million was 
voted. The program was then resumed on a different 
basis. Loans to home owners were provided subject 
to an income ceiling, which was applied in lieu 

of the dwelling size limit, in order to hold CMHC 
lending to a limit of $175 million for the year. 
The income ceiling, originally at $5,000 was 
raised in the summer and removed completely in 
October of 1960. While speculative loans to 
builders were not offered again, builders’ loans 
were granted in the fall in respect of houses for 
which the sale arrangements had already been made. 
These non-speculative loans and loans directly 


to home owners have continued to be available since 
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1 the fall of 1960. 


2) 4.12 Direct lending since 1957 has thus been used as an 


3 instrument of government policy to stimulate house- 

4 building during periods of unemployment. Care was 

5 taken to ensure that this increase in housebuilding 
6 served the moderate income groups. When a scarcity 

7 of public funds developed, the financing of rental 

8 dwellings was abandoned and the amount of lending 

9 available to builders was carefully regulated to 

10 ensure that no large unsold inventory financed by 

11 public funds should accumulate. Finally it was 

12 necessary, in order to reduce Government's cash 

13 requirements, to limit even loans for home- 

14 ownership briefly during 1960, to the more moderate 
15 income groups. Since October, 1960, loans for home 
16 owner applicants, and non-speculative builders ioans, 
17 have been available to all borrowers unable to obtain 
18 funds from the private lenders. 

19 Other Sources of New Housing Funds 

20| 3.13 Table 3.c indicates that over the period 1954 to 

21 1961, the lending institutions discussed above 

22 and Governments provided just over half, about 

23 54%, of the funds used for new residential investment. 
24 These funds were spent on housing which is estimate 
25 to represent about 75% of er value of new 
26 residential investment during the period, the 
27 difference being made up of funds used by the 
28 owners of the housing to supplement the first 

29 mortgages provided by the lending institutions 


U discussed above and by the Federal Government. 
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1] 3.14 Similarly, Table 3.f indicates that the life 
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insurance companies, the trust and loan companies, 
the banks and governments represented the principal 
source of financing for about 75 percent of the 
total of new dwellings started over the period 1954 
to 1961. 

Of the remaining 25%, which represented 264,000 
dwellings over the period, possibly as many as 50,000 
or 60,000 were financed with the aid of first mortgage 
loans from credit unions. Credit unions as @ wnole 
in Canada had assets totalling about 1.5 billion 

at the end of 1960. The Credit. Unions belonging 

to the Quebec Federation of Regional Unions of 
Caisses Populaires Desjardins account for about 
half the credit union assets in Canada. These 
Credit Unions over the five year period 1957 to 
1961 made about 25,000 mortgage loans for new 
construction and for purposes other than business. 
The bulk of these loans were for new houses. The 
data suggests that mortgage loans for new houses 

on the part of all credit unions in Canada were 

in the order of 7,000 per year. 

About one fifth of the new housing was financed 
without first mortgage loan assistance from the 
principal lending institutions, the Government, or 
from credit unions. Little is known in an organized 
t the’financing of this part of the housing 


way abou 


program but most of the money came from the persona 


sector of the economy, fromindividuals, either in 


the form of mortgage loans or equity money. 
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The personal sector of the economy also provided 
most of the funds used to provide the down payment 
on housing for which first mortgage loans were made 
by Government, the lending institutions, and by 
credit unions. Loans in a form of second 
mortgages however, provided some part of the 
difference between total cost and first mortgage 

on this housing. Again little is known in an 
aggregative way about second mortgage lending. 
There is some recent information on second 

mortgage lending on housing financed under the 
National Housing Act. In 1961, of the purchasers 
of housing built by merchant builders with NHA 
loans, one in eight reported that a second mortgage 
loan was being obtained. This proportion varied 

by region: 25% in the Atlantic Region; 14% in Quebep; 
13% in Ontario; 4% in the Prairies; 30% in British 
Columbia. These proportions represent under- 
statements of the incidence of second mortgage 
lending, since a portion of such loans are not 
reported to the Corporation. 

A sampling of the returns indicates that. the terms 
on which the great bulk of these loans were made 
are surprisingly favourable to the borrower, when 
considered in the light of wiedy accepted folklor 
about second mortgage lending. The interest rate 
on these loans had a modal. value of 6% in Winnipeg 
lower than the NHA rate, 6-1/2% in Montreal, 

6-3/4% in Halifax, and 7% in Toronto and Vancouver 


The typical Loan had an amortization period of J 
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years in Winnipeg, 5 in Vancouver and Toronto, and 
( in Halifax and Montreal. Loan sizes ranged from 
$500 to $1,200 in most places although loans up to 
$2,000 were reported. 

3.19 The explanation for the favourable terms lies in 
the source of the loans. Over 80% of them were 
provided by fuel companies, which indicates that 
the lender was concerned primarily with selling 
fuel rather than with the interest return on 
mortgage lending. 

3.20 While fuel companies represent the dominant source 
of second mortgage lending on housing financed under 
the National Housing Act even in this sector they 
contribute probably less than 1% of the total 
investment in new housing. 

3e21 Presumably second mortgages are more common in 
financing housing that is built with the aid of 
conventional first mortgage loans than they are 
in financing NHA housing. Higher equity regquire- 
ments in the conventional market would tend to 
create a greater demand for supplementary funds. 
Presumably also, lenders like the fuel companies, 
who are in the mortgage business mainly as sellers 
of fuel, do not play as great a role in this sector 
of the market. In the NHA market , where down 
payments are comparatively small, a given amount 
of mortgage money can secure a larger market for 
fuel than it could in the conventionally financed 


market where higher average second mortgage loans 


would be required. 
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Table 3.a 
enditures on New Housing by Source of Funds, 1954-1961. 


($ Millions) 
1956 | 1957 


Public Housing 


Married Quarters for 
Armed Services 

Federal-Provincial Housing, 
NHA 

Other Public Housing 


Loans Made by CMHC 


45.0 , 
264.1) 244.5 


Iimited-Dividend Loans 
Other CMHC Loans 


Other Government Loans 


All Public Funds 


Institutional Funds 


NHA Joint and Insured 
Mortgage Loans 


Chartered Banks 
Life Insurance Companies 
Loans, Trust Cos., etc. 


Conventional Mortgage Loans 


Life Insurance Companies 
Loan and Trust Companies, 
etc. 


All Institutional Funds 


Other Funds 


Equities of Owmers in Addition 
to Above Mortgages . . . 3: ° . * 
Other Financing Z : $ . 4] 348.9 | 432.3) 324.8 


All Other Funds 679.0| 792-7| Th2.3 720.4 Heeishocy 


years 1959-1961 are from CMHC's "Canadian Hous Statistics” 1961, 


1958 are from "ibid" 4th Quarter 1960, Table 31. 
1957 are from "“ipia" hth Quarter 1959, Table 31. 
Data for 1956 are from "spia" 1st Quarter 1959, Table 31. 
Data for 1954-1955 are from "4p1a" 1st Quarter 1957, Tables 39 and ho, 


and lst Quarter 1956, Table 38. 


Source: Data for 
Table 34. 
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Table 3.b 
Percentage Distribution of Expenditures on New Housing by Source of Funds, 
1954-1961 
Item 1954 | 1955] 1956 | 1957 | 1958] 1959 | 1960 | 1961 
Public Funds 
Public Housing 
Married Quarters for 
| Armed Services ‘ 1.0 
Federal-Provincial Housing, 
NHA 0.5) O38 
| Other Public Housing 0.3] 0.3 


Loans Made by CMHC 
Limited-Dividend Loans 


Len) UO. 
Other CMHC Loans 6.01 OT « 
Other Government Loans 0. 
3-7 


All Public Funds 


Institutional Funds 


NHA Joint and Insured 
Mortgage Loans 
Chartered Banks 


Life Insurance Companies 
Loan, Trust Cos., etc. 


hb 
mA 
Mw o 


Conventional Mortgage Loans 


Life Insurance Companies 
- Loan and Trust Companies, 


etc. 4.1 Su) 6.3] 563 
All Institutional Funds 34.8] 45.3 ; 
Other Funds : 
Equities of Owners in Addition 
to Above Mortgages 21.9} 18.5 14.3] 20.7] 17-7] 15-6 
Other Financing 34.0] 32.5 27-2| 19.4] 29.4] 21.2 


All Other Funds 55-9 91-0 


41.5] 40.1] 47. 
100.0 1100.0} 100.0 |100.0 |100.0 | 100.0 |100.0 100.0 | 


Total 


Source: Same as Table 3-4. 
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Table 3.c 


Expenditures on New Housing by Source of Funds, 
1954-1961. 


Item 


Public Funds 


Public Housing 
Married Quarters for Armed Services 


Federal-Provincial Housing, NHA 


Other Public Housing 


Loans Made by CMHC 
Limited-Dividend Loans 180.5 


4 
Other CMHC Loans 1195.3 


64.3 


Other Government Loans 


All Public Funds 


Institutional Funds 


NHA Joint and Insured Mortgage Loans 


Chartered Banks 
Life Insurance Companies 
Ioan and Trust Cos., etc. 


Conventional Mortgage Loans 


Life Insurance Cos. 
Loan and Trust Cos., etc. 


All Institutional Funds 


Other Funds 


Equities of Owners in Addition to 
Above Mortgages 
Other Financing 


All Other Funds 


TOTAL 


Source: Calculated from the data in Table 3.a. 
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1 
2 
3 
4 Table 3.4 
5 Starts of Dwelling Units by Principal Source of Financing, aaa -1961. 
el Item 1954 “1955, 1956 1957 | 1958 | 1959 | 1960 | 1961 
| c Housing 
ct Government House- 
iding 1,473} 1,975] 2,400} 2,703] 3,478) 1,475] 1,830} 2,778 
& ate Housing 
Asdiisted by NHA 
H | Loans made by CMHC 
Limited-Dividend 628} 1,416} 1,689] 4,284] 5,608) 5,296] 1,380] 3,551 
10 || Other CMHC Loans 587 704} 1,023} 13,049] 30,187] 29,933] 12,408] 20,301 
Total | CMEC Loans 1,215; 2,120] 2,712 22,333 35,795| 35,229| 13,788| 23,852 
{ Loans made by 
Approved lenders 
Chartered Banks 17,319! 33,228} 15,367 | 15,084 | 24,990] 15,015 TT 16 
Life Insurance Cos. 29 ,223| 26, 3 21,346 | 7,975| 15,329] 9,940] 13,702] 19,988 
Loan, Trust Cos., ete.| 2 2277 | nati | 341436 cp Dh ap ee 1,641)° 5,144 15, 330 
To dey NHA Loans Bae yf ' e, [ce 
144pproved Lenders liggi 819 | 63, 073| 40,149 23,971 44 533] 26,596] 18,923 
wate Housing Not 


Asdisted by NHA 


Life Insurance Cos. 
Loan, Trust Cos., etc. 


17,255| 22,244) 23,923 
| 15,636! 13,755} 11,764 
—— -—-—+-- =. 


wal Conventional Loans 
fade by Approved Lenders 


a = eS 


32, 891 35,999 | 35 ,687 


24,989] 29,562 
17,940) 15,636 


20 , 340 
12,526 


32,866} 42,929] 45,198 


oe 


2,328} 1,880 


32,781 


2 ,269 
26 , 860 


bh 483 


| 123,521 |138,216|127, 300 ze, 30 


1,808] 1,969 


35,928] 30,596 


2,251 


38,659 


25,741 
14,375 


40,116 


2,115 
32 ,086 


164 ,632 | 141,395 |108, 858 |125 ,577 


Table 35. 
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Terento, Ontario A. 
1 
2 
3 
4 Table 3.e 
2 Distribution of Starts of Dwelling Units 
5 by P ae Source of Financing, 1954-1961 
6 a aga? 1956 1997 1958 | 1959 
7 Public Housing 
Direct Government House- 
8 building 1.9 
Private Housing Assisted 
9 by NBA 
NHA Loans made by CMHC 
Limited-Dividend 1.3 3.5 
10 Other CMHC Loans .8| 14.8 iB ; di 4 +8 r biG. ; 
11 Total CMHC Loans 2.1 18.3 21.7 22.7} 24.9 12.7] 19.0 
NHA Loans made by Approved 
12 Lenders 
Chartered Banks QO] 12.1 
13 Life Insurance Cos. 8| 16.8 
loan, Trust Cos., etc. 2 mak ey 
14 Total NHA Loans made by | 
Approved Lenders 43.0] 45.6] 31.6 
15 
Private Housing Not 
Assisted by NHA 
16 
Conventional Loans made by 
Approved Lenders 
17 
Life Insurance Cos., 18.8 
Loan, Trust Cos., etc. 9.2 
18 
Totel Conventional Loans 
19 Made by Approved Lenders 29.0} 26.0] 28.0 
Government Assistance 
20 Other than NHA 1.91 138). 12k. 2.0). 3.911.5 
Other Financing 23.6| 23.8] 34.9} 31-7] 21.8} 21.7] 29.5] 18.6 
21 acicattaal ieee Cundedel \alieaia 
Total 100.0] 100.0/100.0] 100.0 |100.0]100.0/100.0 }100.0 
22 E 
Source: Calculated from data in Table 3.d. 
23 = 
24 
25 
26 
27 
28 
29 
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Table 3.f 


Starts of Dwelling Units by Principal Source of Financing, 1954-1961 


Item Dwelling Units 


Public Housing 
Direct Government Housebuilding 18,112 


Private Housing Assisted by NHA 
NHA Loans made by CMHC 


Limited-Dividend 23,852 
Other CMHC Loans 113,192 
Total CMHC Loans 137,044 


NHA Loans made by Approved Lenders 


Chartered Banks 121,096 
Life Insurance Companies 143,518 
Loan, Trust Companies, etc. 36,784 


Total NHA Loans made by Approved 
Lenders 301,398 


Private Housing Not Assisted by NHA 


Conventional Loans made by Approved 


Lenders 
Life Insurance Companies 188,401 
loan, Trust Companies, etc, 115,601 


Total Conventional Loans made by 


Approved Lenders 304 ,002 
Government Assistance Other than NHA 16,613 
Other Financing 264,697 

TOTAL 1,041, 866 


Source: Calculated from data in Table 3.d. 


52 


Lf efdet 


£ses-80L ,yrtooantt to soxu0® Legtontrt yd sdlaU pattfowd to adits 


adiav gat llewt 


A a eprint em aires am mines nate a asiapeenesmnneaiat, eben 


RetewoH otfdyt 


grthliudsayol taewstevod sootld | 


ANN yd Sotatans gatawok atavist | 


DEMD yd ebew anool am! 
breblvid-bodtm bt 


Ser, 6.4L BgBal JMO cedsd 


i 
ra St ey | i 
atehoal beverqgA yd abear anead ABM | | i 
axed berodvedd | 1S 
ssineqnod sonsxvenl otht 
Odo .selmagmod Sau7t ,naal | st 
! 
- } 
Carre es pies eee | 
bevorggh ~d shem ansol AIM Leto? | pt 
ateioal | 
ih | 
‘ ler 
ARM vd _bodeisaA to gatevol otsviat | 
hevozugaA yd sban ansal [snotdoevacd | Lat 
wrebaal Hi 
aelnequod scnmeswenl etit | 
-dte .Seinaqnod Jeurt jmpal ‘I 
‘Ud sham anol Lenolénewnod Lato? | 
Fema as 5 324 a ee ee Pel 
AM osdt tedd0 sonetatesA tromerevod | er 
i I 
gdtonanctt tedso | 
a 
creas | is 
-b.€ oldsT ml ateb mort betalyois) 90108 | 
RAN 
a 
| és 
{ 
j se 
: 
| 


Nethercut &é Young 
Toronto, Ontario A. 53 


CHAPTER 4 
THE USE OF MORTGAGE FUNDS FOR PURPOSES 


OTHER THAN THE FINANCING OF NEW HOUSE 
BUILDING 


New house building must compete with other activities 
for the use of mortgage funds. On the residential 
side there is.a large amount of mortgage lending on 
the security of existing property, as distinct from 
new property. And on the non-residential side 
mortgage loans are made to finance new construction 
and are also made on the security of existing 
property. 

Table 4.a indicates that in the period 1954 to 1961 
new residential construction absorbed only 8.1 
billion or 38% of the total amount of mortgage loan 
made in Canada. Other uses, the financing of 
existing residential, property, and the financing 
of non-residential property, both new and old, 
absorbed the other 62% of the available mortgage 
funds. 

The presentation on a gross basis seriously under- 
estimates the importance of new residential 
construction as a claimant of available mortgage 
resources however. The creation of debt on new 
residential property represents a net increase of 
debt equivalent to the amount of mortgage loan, 
and requires the release of mortgage funds to the 
borrower in an amount equal to the loan amount. 
This is not true of first mortgage loans made, on 
the in atti of existing residentiai property, 


most of which is already encumbered, and sometimes 
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heavily, with mortgage debt. In this case the net 


2 release of mortgage funds is equivalent to the 
x difference between the amount of the new loan and 
4 the amount of the existing encumbrance. 


5] 4.4 On the average, a dollar of mortgage loan on existin 


6 property makes a smaller claim on the net mortgage 
7 resources available than does a dollar of loan or 
8 new property. 


97 4.5 Of ‘the 13 1/2 billion of mortgage lending that was 


10 done from 1954-1961 for purposes other than new 

11 residential construction, a large proportion was on 
12 existing property although the detailed composition 
13 is not known. It is doubtful if as much as $10 

14 billion of this 13 1/2 billion represented a net 

15 claim on actual mortgage cash. 


16| 4.6 Therefore, because some significant proportion of 


17 the proceeds of mortgage loans made on the security 
18 of existing property, are actually used immediately 
19 to retire existing mortgage debt, the significance 
20 of new residential construction as a claimant for 
21 available mortgage resources, is much greater than 
22 the 38% indicated by the gross flow proportion over 
23 the period 1954-1961. A figure near 50% would 

24 probably give a better indication. 

25 Type of Lender and Type of Loan 

26 4.7 The Federal Government and the banks concentrate 

27 virtually all their mortgage lending in the new 

28 residential construction field, since the Governmen 
29 does the great bulk of its lending under the National 


: Housing Act, and the banks are not permitted to len: 
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1 except under the Act. 


2) 4.8 The life insurance and the loan and trust companies 


3 also concentrate heavily on new residential 

4 construction. Table 4.d indicates that 58% of the 
5 value of their mortgage commitments was for new 

6 housing. Over half the remainder was for ioans 

7 On existing residential property and about one=- 

8 fifth of their lending was’ on non-residential 

9 property. 


10) 4-9 These three sources of ‘funds, then, the Government, 


11 the Banks, and the life insurance and loan and 
12 trust companies, put up about four-fifths of the 
13 mortgage money used for new housing over the 
14 period, 1954-1961 (table 4.b). Other lenders, 
15 including non-institutional sources and the credit 
16 unions, represented the source for over one-half 
"3 the total supply of mortgage funds but only about 
18 one-fifth of the funds used for new housing 
19 (Tables 4.b and 4.c). ‘Individuals constitute the 
20 largest element in this aggregate of loan sources, 
21 and their lending is mainly on existing residential 
22 property. 
23 Mortgage Lending On Residential Property, New and 
et) oe Eee 

24 

4.10 Borrowers may wish to obtain new mortgage loans 
= on existing residential property for a number of 
™ reasons: to refinance a maturing mortgage; to 
refinance an existing mortgage in order to take 
ses advantage of more favourable terms; to raise cash 
29 


for any of a number of purposes, including the 
30 
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Purchase or repair of the property itself. Asa 
result of the widespread application of regular 
amortization on conventional as well as on NHA 
loans, a declining proportion of mortgages on 
existing property are taken out to refinance 
maturing mortgage debt. The bulk of these mortgage 
are Occasioned by the sale of property. The individual 
vendor of property is clearly interested in the 
availability of credit to the purchaser of his 
property and through this interest often himse:f 
provides mortgage credit either on first or second 
mortgage account. 

The financing of existing residential property 
represents the main use competing with new residential 
construction for mortgage funds. It is true that 
the mortgage money used to support new residential 
construction comes largely from different sources 
than that used for the financing of existing 
housing. But an increase in the demand for mortga 
funds, to finance existing housing, that arose fro 

a desire to obtain cash to spend on things other 
than housing, would impinge on the demand for new 
residential construction. It would do this directly 
by bidding away part of the mortgage funds of life 
insurance companies, loan and trust companies, and 
individuals, who might otherwise have financed mor 
new housing. And it would do it indirectly by 
increasing the amount of mortgage credit that 

would be required by those potential new house 


buyers who already own houses and whose entry 
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into the new house market depends on their ability 


to sell their present houses. 
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Table 4.a 


Gross Mortgage Flow by Type of Borrower, 1954-1961 


Non- New 
Residential Residential 
and Existing Mortgage Flow 
Residential as percent of 
Mortgage Borrowers | Total Mortgage Flow 


($ Billion) (percent) 


4 
& 


B88 RE F5 


t 


& I al ll al lo 


Source: Total Gross Mortgage Flow: Mortgage Registration data from CMHC's 


Nethercut é Young é 
“Canadian Housing Statistics” 1961, Table 51. | 
| 


New Residential Mortgage Borrowers: Estimated from Table 3.a as total 
expenditures on new housing less outlays on public housing, equities and 
one half of other financing. 

Table 4.b 


Source of Funds for Borrowers for New Residential Construction 


1954-1961 


Financial t 
Intermediaries (1)| Governmen 


(1) Chartered banks, life insurance companies, trust companies and loan companies. 


(2) Includes credit unions and pension funds. 
Source: Financial Intermediaries: All institutional funds from Table 3.4. 
Government: Loans made by CMHC plus other government loans from Table 3.a. 


1954-1961 . ‘ : . 


Total: New residential mortgage borrowers from Table hea. 
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Table h.c 


Source of Funds for Non-Residential and Existing Residential Borrowers, 


1954-1961 


Financial 
Intermediaries(1 


* Preliminary. 


(3 Life insurance companies, trust companies and loan companies. 
2) Includes credit unions and pension funds. 


Source: 


Financial Intermediaries: From (gross) increase in financial intermediaries 
mortgage portfolio published in CMHC's “Economic Research Bulletin No. Tis 
Table 1, deduct financial intermediaries new residential construction loans 
from Table 4.b. 


Government: From (gross) increase in governments and government agencies 
mortgege portfolio, published in CMAC's "Economic Research Bulletin No. 77", 
Table 1, deduct governments new residential construction loans from 

Table 4.b. 


Total: Non-residential and existing residential mortgage borrowers fron 
Table 4.a. 
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Table 4.4 


Mortgage Loans roved by Life Insurance Companies 


Loan Companies and Trus 28 
1954-1961 


Residential Construction Existing 
Non- Residential 
Residential as Percent 

of Total 


Residential Construction, New: From all residential construction 
loans of approved lenders, published in CMHC's "Canadian Housing 
Statistics" 1961, Table 20, deduct mortgage loans approved by 
chartered banks, "ibid" Table 23. 


Residential Construction, Existing: "ibid" Table 20. 
Non-Residential: "ibid" Table 20. 
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CHAPTER 5 


MORTGAGE FLOWS IN RELATION TO OTHER CAPITAL 
MOVEMENTS 


Sane MeN: PN el Ee ee Oe ee 
Mortgages must compete with other long-term invest- 
ments in the capital market. Lenders of long-term 
funds can invest in Federal Government bonds, 
provincial bonds, municipal bonds, corporate bonds, 
and in some cases in preferred and common shares. 
The degree to which alternative investments compete 
with mortgages varies depending on the liability 
structure of the investing institutions and the 
laws governing their practices. In general, 
individuals who provide almost half the flow of 
mortgage funds are least regulated in their choice 
of investments, while chartered banks are the most 
regulated sector. The life insurance companies, 
the loan companies and the trust companies, fit 
somewhere in between these two extremes. 

Total Long-term Capital Flows 

Table 5.a shows that) merteaces represented $7.73 
billion out of the $23.46 billion net flow of long- 
term funds through the capital market in the 1954- 
1961 period. The mortgage flow thus represented 

34 percent of all long-term capital market flows. 
It fluctuated from a high of 52 percent during 

1956 to a low of 16 percent janine 1957. In 
aggregate over the period the net mortgage flow 

was almost equal to the combined net flow of federal, 
provincial and municipal obligations. 


The earliest indication of changes in the flow of 
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1 mortgage funds is provided by mortgage approval 

2 data, which measure the volume of mortgage loans 

a that lenders undertake to provide. Changes in the 

4 capital market which affect the mortgage market, 

5 will thus affect that market via the lenders’ 

6 decision to either contract or expand their approval 
7 of new mortgage loans. The mortgage flow comes 

8 however from a diverse group of lenders. Three 

9 groups will be considered here, namely the life 

10 insurance and the loan and trust companies, the 

11 chartered banks, and CMHC. 

12 Life Insurance and Loan and Trust Companies 

13| 5.4 The life insurance companies, and the loan companies 
14 and trust companies adjust both the volume of their 
15 mortgage lending and the composition of that lending 
16 as between NHA and conventional mortgages. Table 

17 5.b shows their annual approvals. The data indicate 
18 that mortgage lending by these institutions increase 
19 very little in the years when interest rates increased, 
20 1956, 1957 and 1959. The NHA lending pattern was 

21 much more volatile than that of conventional lending 
22 and showed a much more definite tendency to vary 

23 counter to the course of interest rates. 


2415.5 The chart below shows the NHA loan approvals of thes 


25 institutions in relation to the difference between 
26 the NHA interest rate and interest rates on long- 
27 term corporate bonds. The tendency for this gap 
28 in interest rates to vary counter to the general 
29 trend of interest rates is also shown in the chart 
30 and reflects the inflexibility of the NHA rate in 


relation to other long-term yields. 
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LIFE COMPANIES, TRUST COMPANIES AND LOAN COMPANINS NHA LOANS, CORPORAT!: BOND 
YIELDS, AND THE YIELD SPREAD BETWEEN CORPORATE BONDS AND THE NHA RATE. 


NBA Loans (SAAR) 


7 
Yield Spread 
LOO 


CORPORATE BCND YIELOS, LEFT SCALE 
YIELO SPREAD,RIGHT SCALE 


15h 155 "56 CST ‘So '59 '60 '61 '62 


Source: NHA Loans, CMHC; 
Corporate pond Yields, McLeod, Young, Weir and Company 
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The Mortgage Flow from Chartered Banks 
Chartered banks are empowered to make NHA mortgages 
Only. Changes in capital market conditions will 
thus be reflected only in their total flow of 
mortgage funds and cannot affect the composition 

of their mortgage flow. Table 5.c contrasts their 
mortgage commitments with those of the other private 
NHA lenders. 

As can be’ seen from Table 5.c their pattern of 
lending in the period 1954-1959 was similar to that 
of non-bank lenders except for 1957. During 1957 
mortgage lending by chartered banks was increased 

as a result of moral suasion applied by the Bank 

of Canada. We can thus say that both chartered 
banks and non-bank lenders responded in the same 
manner to changing conditions in the capital market 
but that the response of chartered banks was stronger 
both when lending was increased and when it was 
contracted. 

Banks to all intents and purposes stopped originating 
loans under the National Housing Act late in 1959. 
This happened before the NHA rate itself was 
increased from 6 percent to 6 3/4% in December of 
1959, and the withdrawal of the banks was not cause 
by the increase in the NHA rate since banks are fre 
to originate loans at less than the maximum rate 

of interest. ‘However, with earnings of 6% or close 
to it available to banks on shorter term credit or 
on more liquid investments than mortgages, the 


origination of 6% NHA loans became unappealing. 
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The Mortgage Flow from Central Mortgage and Housing 
Corporation 


5 oY The mortgage flow forthcoming from Central Mortgage 
and Housing Corporation does not respond in the 
Same way to changes in capital market conditions 
-asS the flow from the private lenders. Table 5.d 
contrasts CMHC commitments with the NHA commitment 
from the private lenders. 

5.10 Central Mortgage did not enter the mortgage market 
as a lender of significant proportions until late 
in 1957. While CMHC lending in 1958 was greater 
in total than that of 1957 this represented the 
first full year of heavy CMHC lending and was at 
a lower annual rate than that begun in the autumn 
of 1957. The private lenders heavily increased 
their lending from 1957 to 1958 and reduced it from 
1958 to 1959. CMHC held its lending virtually 
unchanged from 1958 to 1959, and like the private 
lenders reduced its lending in 1960 and increased 
it in 1961. Government lending, therefore, by 
CMHC, has not been Tchviatenens counter to the 
pattern of private lending nor consistently in 
phase with it. Lending by CMHC, as a residual 
lender on the basis of a fixed policy would have 
tended to pooanes a pattern of lending counter to 
that of the private lenders. The basis on which 
CMHC acted as a residual lender changed throughout 
the period however, as described in Chapter 3. 


Total Mortgage from Lending Institutions and CMHC 


5.11 The mortgage flow forthcoming from lending institution 


}! Gu! 


lavoH bons 238gi 10M Lertane: comk eel: 


sid «0m ‘Ewertasd mort Scene wolt dheseta ocd 


edt ni booqasi ton e2e0b not? sxoqroD ertanon rin 
‘ 


<é 


anottrbnos teNiem Istiqso ot aegnano ot Yaw smse 


» 


b.¢c aldsTt sarebnel sieving edt mort wolt ondt ag. 


Jnemd tmmoo AGM oct dtiw atosmtimmoo OHMS atesrtnoo 
aisbhbnel sigvizq ae eit 

tevrem egsgtirom sdt tedne ton bib sgsgd10M Ewuhea 
sisi {[ftnv anoltvyogorg dasottingta to ysbnel s us 
od nets asw SCOLl ak gntbnal OHMO ofidW .Ve@eL at 
edd betnsaseiqe: afdd Y@Cl to dent ment Ietod ot 

Js asw bos gntbael OHMD yvsend to teey [lut tart? 
nmuius sdt af ouged decid osdd eee [suons sowol 6 
Hsesetont ylivesd atebnel stsaviaq oeAT aT et to 
ort Jt beoubst bos 88CL oF Veer mort gntonel rhedd 
yilsutiiv gntbnel att bled OHMD -02e ot Seer 
iar kia edd eNif bos .CaCL ot BACL mort oe 
bsaesstont bos oder of gnibnel att beoubss ar eboel 
Yd .etoleted? .unibael snemnvevod .10@f ai tt 


ent ot tetovos yltnetetanos need ton asd . HMO 


ont yltnetatanoo tom gnibnel steviaq to nisi 3 eq - 


[eubteet § ag .DHMO yd antoned dt dotw searig 


Weg bi uow aaa bexit 8 ‘ atasd eft no rebdef 
‘od tetnvos gntbnel to nsetteq -s soubo rg oF bebnet 
By 


‘do tdw 10 afesd sdT .arsbnsl sisvirg edt to tens 


‘marie begisdo tehnet Leubtesy s ag betos DHMD 


-€ tetqendd nt bediysesh @s .tevewod botteq eri 


af’ce al “a .¢ po ie anggten 
oe) ae ee ye are Nel 


ye | | ah, - 
pend apttnes mort? gntmoods401 wolt sasgtiom esfiT If. ec gf. 


ea 1. 


: o 
- 


Of.¢. 


ake RR RS 


BeBe 


BB 


& 6 


| 
| 
| 
} 
| 
| 
| 
| 


Nethercut &é Young 
A.,06 


Terente, Ontario 


and Central Mortgage and Housing Corporation, whose 
component parts were described above is summarized 
16 Table 5.e% 

5.12 The $10 billion mortgage commitments by the financial 
institutions and Central Mortgage and Housing 
Corporation during the 1954-1961 period represented 
47% of the $21.4 billion new mortgages registered 
in the same period. Generally speaking it can be 
said that the private lenders adjusted to changing 
capital market conditions by reducing their mortgag 
lending during periods of rising interest rates, 
and increasing their mortgage lending in periods 
of falling interest rates. This adjustment fell 
mainly on the NHA component of their mortgage 
lending. 

5.13 The NHA lending potential from private sources has 
since 1959 been reduced as a result of the chartere 
banks withdrawal from NHA lending. Partly because 
of this withdrawal the residual lending from Centra 
Mortgage and Housing Corporation has remained at 


high levels. 
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Table 5.a 


Net New Capital Market Issues, 1954-1961 


Federal 


Provincial| Municipal |Corporate|, Stocks Mortgages | Total 


Bonds Bonds Bond (preferred 
me lend common ) 


. .29 2h ol? .67 1.52 
5 21 +23 46 1.18 enh 
62 54 22 -69 1.73 3.35 
: 55 28 +52 -4o 2.58 
: 61 34 +31 .88 4.18 
: ey 30 ho 1.35 2.87 
. ‘ 39 +23 t} -52 2.60 
-99 -93 21 : 12h 1)1.00 3.62 


(1) Preliminary. 
Source: Mortgages: Central Mortgage and Housing Corporation "Economic Research 


Bulletin No. Unpublished Supplement", Ottawa, October, 
1960. welinibaol 


All other issues: Bank of Canada "Statistical 8 ", Ottawa, March, 
1962, pps. 168-170. 


Table 5.b 


Mortgage Commitments 
from Life Insurance Companies and Loan and Trust Companies 


NHA Conventional Total NHA 
Mortgage Mortgage Mortgage as percent 
Commitments Commitments Commitments of Total 
($ Millions) ($ Millions) . ($ Millions) (percent) 


Source: NHA Mortgage Commitments: CMHC's "Canadian Housing Statistics" 1961, 
Table 23. 


Conventional Mortgage Commitments: CMHC "ibid" Table 22. 
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Table 5.c 
Mortgage Comsltments from Chartered Banks ami Other Private NHA lenders 
(Mi£llions of Dollars) 


Total 
Private Lenders 


—h6b 
639 
he5 
278 
919 
308 
aha 
453 


Source: CMHC's "Canadian Housing Statistics” 1961, Table 23. 


Table 5.d 
NBA Mortgage Commitments of CMHC and Private Lenders 


(Millions of Dollars) 


Private Lenders 


1954-1961 


Source: CMHC's "Canadian Housing Statistics” 1961, Table 23. 
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Table 5.e 


Mortgage Commitments of Lending Institutions and CMHC 


(Millions of Dollars) 


Period 
Conventional 


1954-1961 


Source: NHA: CMHC's "Canadian Housing Statistics” 1961, Table 23. 


Conventional: CMHC "ipnia" Table 22. 
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CHAPTER 6 
POLICY ISSUES IN THE MORTGAGE MARKET 

In the foregoing chapter the dependence of the new 
house building industry on the mortgage market 

has been pointed out; the degree to which new house 
building activity must compete with other uses of 
mortgage funds has been discussed; and some broad 
indication given of the considerable quantitative 
importance of mortgage borrowing in relation to 
other demands for long term capital. 

The amount of new housing produced in Canada over 
the next decade will depend, among other things, 

on the supply of long term capital available for 
all purposes, the share that can be attracted by 
the mortgage market as a whole, and by mortgages 
for new housing in particular. Given a fixed 
objective about the amount of new house building 
that should take place, and given powers of 
divination into the future course of the capital 
market as a whole, and the mortgage market within 
it, one could arrive at a judgment about the 
capability of the capital market to meet the 

fixed housing objective. And this could lead 

to a judgment about a variety of institutional 

or legislative arrangements which might be made 

in order to secure the desired housing objective. 
Such a critique of the capital market would suffer 
from three main defects. 

First, it would depend on a more or less categorical 


judgment about the correct size of the future 
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housing program. The Act itself does not provide 
an explicit directive on this point. At the end 

of Chapter 1 of this brief it was suggested that 
there are certain minimum criteria which are apt 

to be used to judge the adequacy of the new housing 
program in relation to objectives implicit in the 
National Housing Act. But these criteria are 
presumptive; and they are arguable by reasonable 
people. Even if they were not, and could be accepted 
as having some kind of manifest validity, there 
still would remain the task of coming to a positive 
judgment about the future course of the various 
factors which are said to determine the minimum 
suitable housing program, net family formation, 
immigration, urbanization, the formation of non- 
family households. Most of these forecasts would 
be about demographic phenomena and the degree of 
past success in forecasting such events does not 
encourage a strong commitment to current forecasts. 
Again at the end of Chapter 1 there is an estimate 
of the "possible" minimum needs for new housing in 
Canada over the next decade. It is one thing to 
suggest the likely area of magnitude of these needs 
largely for illustrative purposes; it is quite 
another to use such forecasts as a basis for 
advocating changes in some of the institutional 

or legislative arrangements that affect the 
Canadian capital market. 

The second defect of this approach to an appraisal 


of present capital market arrangements lies in its 
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commitment to a positive forecast about the trend 


of events in the capital market itself and in the 
mortgage market in particular. Minor variations 

in assumptions about the likely rate of asset 
growth of the major mortgage lending institutions, 
and about their investment in mortgages as against 
other capital market instruments, can produce major 
variations in conelusions about the amount of mortgage 
money that will be forthcoming from the institution 
in the future. As a result, the adoption of two 
different sets of assumptions, neither of which 

on the face of it appear unreasonable, could lead 
to two opposed conclusions about the capacity of 
the capital market to secure housing objectives. 
Judgments about actual institutional and legislativ 
arrangements in the capital market should not depen 
on small and difficult distinctions in forecasting 
assumptions. 

The third defect of the procedure is in its narrow 
partiality. It rests on an evaluation of the 
capital market from the point of view of its 

impact on the output of a single durable good. 

The dispensations of the long term capital market 
affect the pattern of output of a whole range of 
durable goods, and they affect also the output of 
all durable goods together as distinct from less 
long lived products. The capital market cannot be 
judged solely by its effects on the production of 
one particular product. If the claim staking 


approach is valid for housing, its validity may 
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be argued for other things as well. And if it is 
valid for everything then there must be some correct 
pattern of output of the investment goods whose 
production is influenced by the capital market. 

If there is such a proper pattern and scale of out- 
put of investment goods, then the institutions and 
practices which institute the capital market as we 
know it, are otiose, for they have the main purpose 
of influencing and modifying and helping to determine 
precisely this thing. 

This is not to say that the practices and institutions 
and legislation which comprise our present capital 
market are unasSailable or even satisfactory. The 
capital market may well be subject to discernible 
biases and incapacities which it is considered 
important to correct. From the specific point of 
view of the mortgage market, lenders may be subject 
to constraints that they do not face in non mortgag 
investments, and within the mortgage market the 
constraints may vary between different kinds of 
mortgage borrowers and different kinds of lenders. 
Over past years, certain features of the mortgage 
market have drawn comment from a variety of sources 
the use of an administered interest rate on insured 
loans under the National Housing Act; the existence 
of one set of borrowing terms for those buying new 
housing under the National Housing Act and a 
different set of terms for those buying existing 
housing; the confinement of mortgage lending by 


the chartered banks to NHA loans; the effect of 
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the 6% interest rate limit, contained in the Bank 
Act, On mortgage lending by the banks; the legal 
constraints on the mortgage loan to value ratios 
that may be offered by conventional institutional 
mortgage lenders; the rudimentary state of the 
secondary market for mortgages. The remainder of 
this chapter contains comment on each of these 
issues. 

The Interest Rate under the National Housing Act 
The maximum interest rate on insured loans under 
the National Housing Act is set by the Governor- 
in-Council. The Governor-in-Council may change the 
rate as frequently or as infrequently as is desired 
but Section 4 of the Statute stipulates that at the 
time it is set it may not exceed the yield on long 
term Government bonds by more than 2-1/4. 

The interest rate charged on these loans has tended 
to be much less flexible than other rates of return 
available to lenders on long term investments 

(see Chart on page 36). And for this reason the 
amount of lending by private lending institutions 
under the Act has fluctuated more than it would 
have with a free or readily adjusted rate. The 
instability of private mortgage lending under the 
National Housing Act is cited often as the main 
source of instability in new house building. 

Table 3.d to Chapter 3 of this brief supports the 
view that housing starts financed principally by 
ate insured loans under the Housing Act were 
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1 that total housing starts varied in the same 
2 direction as the private NHA loan component. 
3 Chapter 5 supports the view that variations in the 
4 volume of private NHA lending were influenced in 
5 an important way by the comparative inflexibility 
6 of the NHA interest rate. 
74 6.10 Iteds probably true that a more flexible NHA 
8 interest rate under the Act would have reduced the 
9 instability of private insured lending, but it is 
10 doubtful if the overall instability of house 
11 building would have been reduced to the same degree 
12 Interest rate rigidity under the Act tends to 
13 concentrate variations in lending into the NHA 
14 sector. When mortgage money supplies are under 
15 pressure, lenders tend to shift their emphasis from 
16 NHA to conventional loans, where higher returns 
17 may be obtained. A one for one shift is of course 
18 not possible since the higher down payment require- 
19 ments and higher loan charges in the conventional 
20 sector make it impossible for all rejected NHA 
21 applicants to avail themselves of conventional 
22 loans, but there is some tendency for declines in 
23 NHA private lending in such periods to be offset 
24 in part by a shift in loans from the NHA to the 
25 non-NHA sector. When mortgage money supplies 
26 are ample, on the other hand, a reverse shift 
27 | can take place because of the excess demand 
28 condition in the NHA sector. To a degree then 
29 interest rate rigidity under the Act sector tends 


30 not so much to create variations in house building 
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as to shift the locus of variations to the NHA 

sector. Under almost any circumstances, and even 

if all interest rates were free and unrestricted, 
wide swings in the demand for non-residential long 
term funds would produce variations in house building. 
But since shifts between the NHA and the conventionall 
loan sectors are not completely offsetting, it is 
fair to conclude that interest rate rigidity under 

the Act has contributed to instability in house 
building in general. 

6.11 |} The instability of private insured lending under 
the NHA has at times been defended as an automatic 
anti-cyclical device. The tendency for housing 
Starts in total to move counter to movements in 
long term interest rates is indicated in chart 
On the next page. 

6.12 These long term rates themselves, however, behave 
generally as laggers over the course of the busines 
cycle, the series on starts lags behind the course 
of interest rates, and construction activity lags 
behind starts. In the absence of a reliable series 
On new residential building activity in terms of 
value of construction put in place the extent of 
this latter lag is not easy to establish, but it 
is known that the period of construction of a new 
single family dwelling averages from 5 to 6-1/2 
months depending on the season, and that the averag 
construction period for rental dwellings is 
customarily longer, 8 to 10 months. Therefore, peaks 


in new residential construction activity are likely 
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6 HOUSING STARTS AND CORPORATE BOND YIELDS 
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Housing Starts (SAAR) centres with 5,000 population and over, CMIIC. 


21 Source: 
Corporate Bond Yields ; McLeod, Young,Weir and Company. 
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to lag peaks in starts by as much as 4 months and 
the starts themselves may lag the course of overall 
activity by a further period depending on the lag 
in the response of lenders to interest rate changes 
and the lag of interest rates themselves. These 
lags would tend to make it hazardous to depend 

on the statutory interest rate of itself to introdu fe 
an appropriate contracyclical pattern to new 
residential construction. 

To the extent however that the statutory interest 
rate under the National Housing Act created a 
condition of chronic excess demand for NHA funds 
during the ‘fifties’, it resulted in a situation 

in which Government, as a lender, could at any time 
introduce its own funds into the new housing market 
on very short notice and have assurance that starts 
would quickly follow. In this situation only the 
lag between loan approval and construction activity 
needed to be taken into account. 

Whatever the effects of the statutory interest rate 
on variations in house building activity, and on 
the business cycle, over the long run it has tended 
to limit the participation of the private lenders 
under the Act. Since the interest rate is set as 

a maximum, and since lenders are free to offer NHA 
loans at interest rates less than the maximum it 
could not result in an excess supply of private 
funds and therefore it has the effect of restrictin 
the supply of private funds for NHA loans or if 


has no effect at all. Only for one brief period 
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under the present Act have loans been available at 
rates lower than the maximum. This was during the 
Summer of 1955 shortly after the new Act came into 
force and it followed the entry of the chartered 
banks aS approved lenders under the Act. 

6.15 A more flexible NHA rate, if it were thought 
desirable, could be achieved in at least three ways 
it. could be done by changing the NHA regulations to 
allow lenders to originate loans at a discount; 
it could be done by changing the statute to free 
the rate altogether; or it could be effected under 
present arrangements by changing the rate more often. 

6.16 It would be possible to maintain the statutory 

interest rate system and allow lenders to originate 

mortgage loans at a discount. Such a course might 
appear contradictory at first sight because the 
rationale of a fixed contractual rate of interest 
might be thrown into doubt by a system of discounting 
which permitted variations in the actual rate of 
return paid by borrowers. Free contractual rates 
however, and fixed contractual rates accompanied 

by discounts are not identical in their effect. 

A lender seeking a higher return when contractual 

interest rates are free to move, merely has to 

raise his contractual rate. -If he seeks the same 

increase in return through a discount he lowers 

the actual mortgage amount advanced and the borrowe 

thereby has to make a larger down payment. While 

the yield effects are the same to the lender the 


demand effects on borrowers sre different. the 
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1 higher down payment requirement associated with the 
2 discount technique would characteristically have a 
3 more pronounced demand effect than the higher 
4 contractual interest rate. Mortgage discounts 
5 would cut back the effective demand for loans more 
6 rapidly than would rising contractual interest rate 
7 Thus a system of mortgage discounting, while it 
8 would more nearly approach a free interest rate 
9 position than the present system, would not be 
10 identical. 


11/ 6.17 The present legislation permits the adjustment of 


12 the rate at the discretion of Government. In theor 
13 at least this discretionary control will allow any 
14 degree of flexibility considered desirable by 

15 Government. For Government to abandon this system, 
16 if it were firmly convinced of the desirability of 
17 a more flexible rate, would mean that it no longer 
18 wished to exercise the discretionary authority it 
19 now has in this field. It is not within the 

20 purpose of this brief to comment on this issue. 

21 The Financing of Existing Housing 


22| 6.18 The application of the NHA mortgage lending terms 

23 exclusively to new housing in Canada affects the 
choice between the purchase of new housing as 
against existing accommodation by home owners. 
New housing of a given standard and quality, 
financed under the Act, is accessible to a wider 
range of income and asset holders than older 
housing of equal merit. The effects of this 


asymmetrical feature of the housing market have 
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1 been commented upon widely in the last few years. 
2 There have been a number of arguments advanced in 
3 favour of applying the terms of the National 
4 Housing Act to the whole market, old as well as 
5 new housing. 


6 6.19 While it might not be feasible to introduce terms 


7 identical to the present NHA terms in the market 

8 for older housing, particularly with regard to 

9 amortization periods, similar terms in other respects 
10 would be possible. Even the provisions for amor- 

11 tization periods could be very much the same over 

12 a large part of the existing stock since the 25-yea 
13 loan period which is applied in the case of most 

14 NHA loans would be considerably less than the 

15 reasonable life expectancy of the bulk of housing 
16 in Canada today. 


17 6.20 The arguments for extending the NHA ioan terms 


18 have varied. Builders have advocated the move in 
19 the belief that it would permit the easier and more 
20 profitable sale of houses by their present owners 
21 and enable more of them to enter the market for 

22 new housing. It has been advocated also on the 

23 grounds that it would facilitate transfers of 


existing real estate, and permit a more effective 
use of the existing stock of dwellings. This. in 
itself would appear to reduce the need for new 
housing and on the surface seems to be incompatibl 
with the argument advanced first. It is not 
immediately apparent how a measure that would 


permit the existing stock of housing to be used 
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1 more effectively and flexibly could at the same time 
2 result in an increased demand for new housing. 


3] 6.21 Much depends on what is meant by a "more effective 


4 use of the existing stock of dwellings. If this 

5 is taken to mean merely a greater ease of transfer 
6 of properties from one party to another, then it is 
7 still compatible with a reduction in the poulation 
8 accommodated by the existing stock, and an increase 
9 in the population seeking and demanding new accom- 
10 modation. If, however, the "more effective use" of 
11 the existing stock is taken to mean an increase in 
12 the total population accommodated by it in equilibrium, 
13 then it is not compatible with an increased demand 
14 for new accommodation. 

15 6.22 The application of NHA mortgage borrowing terms to 
16 the purchaser of older housing, would make older 

17 houses more attractive to purchase in relation to 
18 rental housing and in relation to new housing. It 
19 would, therefore, tend to increase the demand for 
20 Older houses. The supply of these houses being 

21 fixed, prices would tend to rise. The extent of 

22 the price increase would depend in part on the 

23 supply of mortgage funds. 


24| 6.23 If mortgage money supplies were infinitely elastic 


25 then there could be an increase in the price of 

26 existing owner occupied houses without any diminution 
27 in the supply of mortgage funds available for other 
28 purposes, and without any worsening of the terms 

29 on which loans would be available for other purposes, 


30 including the financing of new housing. ~Whe‘toer 
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there would be an increased demand for new accommo- 

dation would depend on the reactions of tenants and 

owners respectively to the new mortgage borrowing 
terms available to buyers of existing housing. 

If the demand of tenants was more responsive to 

these new terms than that of owners, tenants would 

be able to bid away a part of the existing owned 
stock from the present owners, the existing owned 
stock would be occupied at greater intensity and 
there would be less demand for new rental and home 
ownership accommodation. 

6.24 In one respect the demand response of tenants to 
the more favourable mortgage borrowing terms might 
be expected to be greater than that of the owners. 
Tenants on the average have less liquid assets than 
the owners, and less liquid assets in relation to 
income. As potential buyers of houses they are mor¢ 
dependent on secondary means of financing and would 
be affected relatively more than owners by increase 
opportunity to substitute first mortgage money for 
money borrowed from second mortgage or similar 
sources. This suggests that tenants would be able 
to effect a net shift into the owner occupied 
accommodation and that this accommodation would be 
occupied more intensively with rents declining and 
the offer prices for new houses declining. 

6.25 There would however be a source for increased deman 

for housing space on the part of owners, and on tha 

the tenants would not share. The owners would enJjo 


an increase in wealth as 4 result of the bidding up 
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of the prices of existing owned housing. At the 
Outset this increase would be in the form of 
increased housing equity. The owners would be in 

a position to translate this increased wealth into 
other forms including increased command over dwelli g 
Space and to the extent that they did ~ could offset. 
or even reverse any net shift of tenants into the 
present owned stock of dwellings. The owners’ 

wealth effect might be great enough to result in 

a net reduction of the population occupying the 
existing owner occupied stock and a consequent 
increase in the demand for new rental and owner 
Occupied accommodation. 

6.26 Even on the assumption then that mortgage money 
supplies are infinitely elastic, it is possible, 
but by no means certain that the application of 
NHA borrowing terms to the existing housing stock 
would bring about an inereased demand for new 
housing. Mortgage money supplies of course are 
not infinitely elastic. Inelasticity in mortgage 
money supplies would tend to reduce the chances 
that an increased demand for new housing would 
result from the application of NHA borrowing terms 
to the used housing market. It would do this by 
worsening the borrowing terms that would be avail~ 
able for financing new housing, and by diminishing 
the increase in the price of existing housing from 
which derives the wealth effect which in turn holds 


the only hope for an increased demand for new 


accommodation. 
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The application of NHA borrowing terms to the used 
housing market would in theory mean the availability 
of NHA loan to value ratios, interest rate, and 
amortization periods for the existing house market. 
As far as the private mortgage lenders are concerned 
such terms cannot simply be made available by 
Government fiat. The supply of private funds 
available at these terms is probably almost fixed 
at any one time, and to make funds available at 
these terms for transactions in the existing house 
market would merely make them that much less 
available for financing new housing. This in turn 
would tend to diminish the demand for new housing 
accommodation, or at least the demand that could 

be made effective by the provision of mortgage 
funds. A fixed amount of private funds at the 
terms stipulated would also limit the occasions 

on which owners of existing housing could actually 
realise a wealth increase, and this also would 
diminish the possibility of an increase in the 
demand for new housing. It would be possible to 
achieve some increase in the supply of private 
mortgage money by increasing the interest rate 
which lenders could charge under the National 
Housing Act, but this policy would also worsen the 
terms available to borrowers for financing new 


housing, and it would diminish the wealth effect. 


It would be possible for Government to achieve a 
close approximation to infinite elasticity in the 


supply of mortgage funds by itself undertaking, 
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aS a residual lender, to meet the whole of the 
increase in demand for funds that would result 

from the availability of NHA terms on the existing 
market. This would imply of course a readiness on 
the part of the Government, to play a far greater 
role as a direct mortgage lender than it has over 
the past five years, to say nothing of the compara- 
tively minor role it played in the years prior to 
that. It is not just that Government would have 

an additional role to play as a residual lender in 
the used housing field. The residual position 
itself would be amplified by a reduction in the 
availability of private NHA funds. The private 
lending institutions, comprising the life insurance 
companies, and the trust and loan companies have 
been lending $200 - 300 million annually in recent 
years on existing residential property. They have 
been lending these amounts as conventional lenders 
and have been earning more than the NHA interest 
rate on such loans. If NHA terms were made 
applicable to this field it is highly doubtful 

that even as much money would be forthcoming from 
present private lenders, and the demand for funds 
would increase in two ways. There would be a 
demand for an increased number of transactions 

and the average loan per transaction would increase 
The increase in residual lending by the Government, 
taken to represent the sum of the increase in the 
total demand and the decrease in the private 


supply would be considerable. As suggestec above, 
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even this degree of elasticity in the Supply of 
mortgage funds could not assure an increase in 

the demand for new residential construction. 

6.29 In summary, those who advocate the application of 
the NHA terms to the used housing market, as a 
means to stimulate new house building, are assuming 
first that there will be on the Part of home owners 


some Significant elasticity in the demand for housi g- 


Space as wealth increases, and they are assuming 
also that there is a high degree of elasticity in 
mortgage money supplies, either in the private 
market itself which seems unlikely, or through 
Government's presumed readiness to assume a vastly 
increased role as a residual mortgage lender. 

6.30 An opposite viewpoint is arguable however, accordin 


to which the NHA terms should apply to existing 


housing because in all likelihood the move would 
result in a decreased demand for new construction. 
If the application of similar mortgage borrowing 
terms ‘to ‘both the newand the existing house market 
achieves a redistribution of existing space that 
results in a reduced demand for new housing, then 
a part of the existing demand for new housing is 
attributable purely to asymmetry in the mortgage 
market, and from a housing point of view, and a 
resource use point of view, is wasteful. Even on 
the assumption that the measure would increase 
demand for new accommodation, it would probably 
only do so by virtue of a large increase in 


Government lending at terms more favourable than 
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would emerge from the private market alone and it 
could be fairly asked why Government, which lends 
Substantially now to those who can afford new 
housing, should not do the same for those who buy 
existing housing. 

6.31 The dilemma arises from the basic duality of purpos 
that underlies housing legislation, housing purpose 
themselves, and employment. Dollar for dollar new 
house building directly creates more employment 
than the transfer of existing property. A high 
priority for employment objectives would caution 
against a measure that would reduce the demand for 
new housing, or would increase this demand only 
by virtue of an infusion of Government funds that 
might well have a greater employment impact used 


in another way. On the other hand, if pure housing 


considerations predominate, there is less to be 
Said in support of arrangements that tend to achiev 
housing objectives by the comparatively expensive 
method of new building, stimulated by devices that 
give new housing a competitive advantage in 
accessibility through the terms of mortgage borrowing. 
6.32 The guestion involves not only the distinction 
between employment purposes and housing aims, but 
also the distinction between Government as a loan 
insurer and Government as a lender in housing. 
It involves therefore not only questions of basic 
purpose, but also fundamental questions of policy 


techniques. It is for Government itself of course 


to decide these basic questions of ends and means. 
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NHA_ Mortgage Lending and the Banks 
6.33 The chartered banks in Canada are subject to two 
legislative constraints as mortgage lenders. First 
they cannot originate mortgage loans except under 
the National Housing Act, 1954. Second, as lenders 
under the Act they are subject to the interest rate 
ceiling of 6% in bank loans. contained in Section 91 


of the Bank Act. When the NHA interest rate on 


insured loans is higher than 6%, the chartered 
banks in practice may not take advantage of it and 
to the extent that they lend at all, observe the 
6% limit imposed by the Bank Act. 

6.34 Banks to all intents and purposes stopped originating 
loans under the National Housing Act late in 1959. 
With earnings of 6% or close to it available to 
banks on shorter term credit or on more liquid 
investments than mortgages, the origination of 
6% NHA loans became unattractive. The experience 
and performance of the chartered banks as NHA loan 
originators, from 1954 - 1959, was vigorous 
volatile, and brief. 

6.35 Banks may acquire 6-3/4% or 6-1/2% NHA loans on 
the secondary market, and they may acquire them 
at prices that promise yields in excess of 6%. 
But while this might allow some indirect infusion 
of bank money into the mortgage market, it does 


27 not permit the use of the far-flung system of 


28 branch banks for the origination of mortgage loans, 


29 to which it is so well suited. 


30 6.36 The restriction of bank loan interest rates has 
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implications far beyond the mortgage market in 
general however, or the NHA mortgage market in 
Particular. For this reason it is difficult to 
form conclusions about it from the point of view 
of mortgages on new housing alone. 


Conventional Mortgage Lending Terms 


6.37 Tae lite insurance companies, and the loan and trus 


companies in Canada, who constitute the main source 
of conventional institutional mortgage money, are 
subject by law in their conventional mortgage iending 
to a specific loan limit representing two thirds of 
the lending value of the property serving as security 
for the loan. 

6.38 This limit means that in making mortgage loans, these 
lenders are limited in their freedom to offer high 
level loans and to obtain the higher rates of 
interest that such loans could presumably command. 

In a sense the loan ceiling limits the rate of 
interest that conventional lenders can obtain from 
borrowers and thereby restricts the ability of 
mortgage borrowers to lay claim on capital market 
funds. It constitutes a restriction therefore on 
the mortgage market considered as a part of the 
whole capital market. 

6.39 The legislation restricting the first mortgage loan 
levels, however, was not primarily designed to 
either restrict or expand the mortgage market as 
such. It was designed primarily to protect the 
position of the owners of the liabilities of the 


financial institutions affected, and to prevent 
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these institutions, as custodians of the savings 
of the general public, from undertaking undue risks 
The general regulation and Supervision of financial 
institutions is not among the responsibilities of 
CMHC and it is therefore not within the competence 
of CMHC to comment on all aspects of this question. 
But CMEC is concerned with the mortgage market in 
general and with mortgage supplies from these 
lending institutions in particular. It is perhaps 
appropriate to suggest that the safety of the 
Savings entrusted to these institutions is related 
notonly to the security of principal but also to 
the rate of return on their investments, and that 
maximum loan to value ratios, while they protect 
principal, sacrifice earning rates. Skill and 
judgment is required to achieve a proper balance 
between risk and yield in investment. The years 

of experience of specialization of the lending 
institutions would suggest that they more than 

any other group are qualified themselves to make 
such choices. However, statutory and regulatory 
constraints observed by institutional investors 

in the placement of funds, go far beyond the 
mortgage market, and because constraints in one 
sector of the capital market affect the avail- 
ability of funds in other sectors, their combined 
effects, even on the mortgage market alone, are 

not discernible from a consideration of the 
mortgage loan to value limits. As stated earlier, 


CMHC is not in a position to comment generally on 


this question. 
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A Secondary Market for Mortgages 


6.40 Mortgages, as compared with the other main long 
term capital market instruments, bonds and stocks, 
have a very restricted secondary market. They are 
held largely by those who originated them. Recent 
steps taken by Government in the secondary mortgage 
market, are discussed in the Annual Report, 1961, 
of Central Mortgage and Housing Corporation, and 
for convenience the text is reproduced below. 

6.41 "Mortgage investment in Canada has been confined 
largely to those institutions or individuals that 
originally make mortgage loans to borrowers. The 
origination of mortgage loans on a large scale 
requires special organisation and skills in credit 
selection, appraisal, and construction inspection, 
expertise that is quite separate from access to 
or possession of funds for long-term investment. 
Partly because of these special administrative 
requirements, the origination of mortgages by 
private lending institutions in Canada has been 
done mainly by life insurance companies, trust 
companies, loan companies and credit unions, 
although the banks also began to make loans after 
the 1954 Housing Act removed the legal obstacles 
that had earlier prevented their participation. 
Individuals have also been important in the 
aggregate as originators of mortgage loans in 
Canada. 

6.42 "a more active secondary mortgage market, hy 


separating the functions of originating ana 
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investing in mortgages, would increase the potentia 
Supply of mortgage funds in two Ways. First, it 
would permit the participation of institutional, 
personal and non-resident investors who are not 

in a position to originate loans. Second, the 
liquidity that an active secondary market would 


impart to the mortgage as an investment, would tend 


to encourage further mortgage commitments by existi g 
loan originators. 

6.43 "The secondary market could separate the function 
of owning mortgages, not only from that of origin- 
ating them, but also from that of administering 
them. A mortgage portfolio characteristically 
includes a large number of comparatively small 
loans to separate individual borrowers, each loan 
subject to combined monthly payments of principal 
and interest. As compared to bonds or stocks, 
mortgages are expensive to administer, particularly 
on a small scale. The development of organisationa 
skills in mortgage administration is not necessary 
as a condition of mortgage investment, however, 
since the servicing of mortgage accounts can be 
performed for a fee by established originators, 
or by other lenders equipped to do the job. The 
mechanical problem of mortgage administration, 
therefore, except as it constitutes a necessary 
expense, need not prevent the extension of 
mortgage investment opportunities to those 
institutions or persons who are not in a position 


to administer mortgage loans. 
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"The National Housing Act of 1954 made provision 
for secondary mortgage market transactions. 
Approved lenders originating NHA mortgages were 
permitted to sell them to other investors, provided 
the servicing of the mortgages was retained by an 
approved lender. In this way institutions, and 
even individuals not organized to originate 
mortgages, or to administer them, could nevertheles 
invest in them. 

"In the period 1954-1961 a resale or secondary 
market for mortgages has developed slowly but 
surely. In these years, $266 million mortgages 
were sold by approved lenders out of $3.1 billion 
mortgages originated by them under the National 
Housing Act. This means that whe out of ten of 

the mortgages they originated under NHA was resold 
in the secondary market. On the average, mortgage 
lenders thus obtained about 9% of the funds they 
invested in NHA mortgages through the secondary 
mortgage market. 

"The major proportion of these mortgages was sold 
to pension funds. These funds purchased $170 
million, or two out of three mortgages traded in 
the secondary mortgage market. At the end of 

1960, pension fund assets totalled $3.6 billion, 
just one-half of the $7.2 billion savings 
accumulated in chartered banks, and about 45% of 
the $8.0 billion assets held by the life companies. 
The absolute growth of pension fund assets, however), | 
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1 the period 1953-1960, has not been much less than 
2 that of life insurance company assets and has 
3 exceeded the absolute growth of those bank assets 
4 which derive from savings deposits. Only 8% of 
5 pension fund assets are invested in mortgages 
6 compared to 42% for life companies. 


7| 6.47 "In addition to pension funds, other corporate 


8 borrowers were also drawn into the mortgage 

9 market through sales made by approved lenders in 
10 the secondary mortgage market. This group of 

11 investors acquired $100 million, or one out of 
12 three of the mortgages traded in that market. 

13 Even individuals purchased a small amount. 


14 6.48 "Progress in secondary market development, while 


15 encouraging, has not represented a major ampli- 

16 fication of mortgage money supplies. The mere 

17 removal of mechanical difficulties associated with 

18 the origination and administration of mortgages 

19 and the provision of Government insurance against 

20 default has not attracted into the mortgage field 

21 a massive contribution from investors who had not 

Zz previously had mortgage lending experience. 

23 Mortgages have features, other than the comparatively 
24 high costs of origination and administration, that 

25 sometimes affect their attractiveness as investments. 


26/ 6.49 "For one thing, NHA mortgages are subject to 
27 voluntary repayment by the borrower after they have 


28 run three years. This call privilege means investors 


29 may have to accept repayment of mortgages, particularly 


30 during periods of falling interest rates, when 
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borrowers might be prone to repay their debt and 
precisely when investors would like to retain 
investments at their original yields. 

6.50 "NHA mortgages provide their owner with equal 
monthly payments of combined principal and interest 
While this annuity type of payoff may have 


advantages for certain kinds of investors, such 


aS pensioners and pension funds, it is unfamiliar 
to most investors and it tends to accentuate the 
reinvestment problem for small seale investors. 

6.51 "A further difficulty for small investors lies 
in the inconvenience of the size of individual 
mortgages. No really small mortgages would be wort 
having, because of the administrative expense, 
and indeed for some time there will be few 
available. 

6.52 "The very illiquidity of NHA mortgages, in the 
absence of a continuous and generally accessible 
secondary market, itself constitutes a difficulty 
in the way of more rapid development of such a 


market. 


6.53 "As a compensation for their unique peculiarities, 


mortgages offer the investor yields that are high 
in relation to the firmness of security. National 
Housing Act mortgages in particular are secured 
not only by the mortgaged property but also by 
Federal Government insurance against default. 

6.54 "On NHA mortgages, the interest return to the lender, 


even when the costs of loan origination and admin- 


istration are allowed for, has characteristicailily 
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1 run well above that on long-term Government bonds. 
2 The NHA interest rate is set by Government, however, 
3 and in the past has not always varied with other 
4 interest rates on the market. For one important 
5 group of lenders, the banks, there has been no 
6 strong incentive to conduct an active selling 
7 programme to form the basis of a broader secondary 
8 market. NHA insured mortgages acquired by the 
9 banks during their first three years of mortgage 
10 lending, after the introduction of the new Housing 
11 Act early in 1954, were at interest rates from 5% 
12 to 5-1/2%. Mortgages acquired from 1957 to 1959 
13 were at 6%. Since late in 1959 the banks have been 
14 virtually out of mortgage lending because interest 
15 rates had risen to a point where 6% mortgage loans 
16 could not compete for their funds with other loans 
17 and investments and because, by virtue of the 6% 
18 interest rate limit imposed on bank loans by the 
19 Bank Act, they were not able to originate loans 
20 at the 6-3/4% NHA interest rate established in 
21 December of 1959. The rising trend of interest 
22 rates since 1956, and the lack of 6-3/4% mortgages 
23 from their mortgage holdings, meant that the whole 
24 mortgage portfolio of the banks would have been 
25 marketable in guantity only at a discount. Apart 
26 altogether from difficulties associated with book 
27 losses, Sales at a discount make sense only if the 
28 seller can reinvest the sale proceeds at a yield 
29 higher than that implicit in the sale, and sufficient], 
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30 higher that after meeting the expenses of reinvestmen 
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the seller still emerges with a better yielding 
asset than the one sold. For the most part, banks, 
because of the 6% limit on their loan interest rate 
have not been in a position to do this, and have no 
sold a substantial amount of their mortgage 
portfolios. 

6.55 "Life Companies, as would be expected, have been 


less disposed to sell NHA mortgages than the banks, 


even though since December, 1959 they have been in 
a position to originate loans at more than 6%. 
Their prime interest is in holding loans as 
investments. This is not to say that they would 
never sell existing NHA loans in quantity in order 
to reinvest in new NHA loans or other assets. But 
in the absence of an organized secondary market for 
NHA mortgages there are other assets which life 
insurance companies can more conveniently liquidate 
if they wish to make new investments beyond the 
limit imposed by their current cash receipts. 

6.56 "Trust and loan companies, in relation to the 
amount of their lending, have sold more NHA loans 


than.either «the »banksij-or-athe Lifecinsurance 


companies, but they have retained the bulk of 
their insured loan holdings as investments. 

6.57 “Although interest rates on NHA loans are usually 
judged to be high in relation to those on other 
long-term investments of comparable security, they 
have still not been high enough to prompt the 
spontaneous development of a large private secondar 


market. This failure is not wholly due to the 
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peculiar investment features of the mortgages 
themselves. It is more attributable to the novelty 
of this type of investment, the inexperience of 
potential purchaser of NHA mortgages, and an 
exaggerated notion of the difficulties entailed in 
mortgage investment. Only experience, education 
and knowledge about mortgage investment can over- 


come these obstacles. It was with a view to 


developing a wider knowledge and experience on the 
part of mortgage purchasers that the Government, 
early in the year, took steps in this field. 

6.58 "The Minister of Public Works in April, 1961 
announced in the House of Commons that "the first 
step necessary to encourage an active market is to 
ensure that there is an ample supply of existing 
mortgages available to interested buyers. 
Accordingly, the Government has instructed Central 
Mortgage and Housing Corporation to offer for sale 
as soon as possible at reasonably attractive yields 
to investors mortgages now held in its portfolio 
as a result of the extensive direct lending 
operations it has undertaken since this Government 
took office in 1957." 

6.59 "The Minister said it was anticipated that the 
market could develop in two ways: through the 
sale of blocks of mortgage loans by one institution 
to another or among pension funds and trusts; and 
through sales to a new type of company, some of 
which were already in existence, which would enable 


the small investor to participate in the mortgage 
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market through purchase of the debentures or shares 
of such companies. 

"In accordance with these instructions, the 
Corporation started to auction part of its NHA 
mortgage portfolio. Three such auctions were 

held during 1961, at which a total of $40.7 
million in mortgages was sold. One-quarter of 
these was in the form of options which were 
subsequently taken up. These $40.7 million in 
mortgages were sold by tender at which not only 
the approved lenders and their approved correspon- 
dents were invited to bid, but also members of the 
Investment Dealers' Association of Canada. 

"Some of the mortgages sold were later resold by 
the purchasers to pension funds that were not 
previously investors in mortgage loans. Gradually, 
new pools of accumulated savings are thus beginnin 
to be tapped for mortgage financing. The mortgage 
auctions held by the Corporation should enable 
private investors to gain experience in the 
mechanics of the secondary mortgage market. In 
time this should lead to a more active market in 
which mortgages, as bonds are now, will be readily 
traded on a continuous basis. 

"covernment activity in 1961 in the secondary 
market is based on the expectation that, with the 
development of greater knowledge and familiarity 
with mortgages and after the early operations of 
new private institutions in the field, a market 


based primarily on private sources of mortgages 
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will develop. The Corporation's activity in this 
field is not intended as a device to raise cash 
for its own lending operations, or for other 
Government purposes. The secondary market will 
serve a useful purpose only if it draws into the 
mortgage field new investors, either directly as 
mortgage holders or indirectly as holders of the 
obligations of mortgage investment companies. 
Access to such private funds -= pension funds, 
corporate savings, personal funds, non-resident 
funds and savings which are available only to a 
very limited extent for mortgage purposes today -- 


would widen the whole base of mortgage lending in 


Canada." 
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Schedule 1. Housing legislation Provisions, Canada, 1918 - 1961 


Date Reference 


1918, Dec.3 


Pe Cy e0od 


1935, July 5 
Chapter 58 


1937, Mar. 31] 1 George VI 
Chapter II 


1938, July 1 2 George VI 


Chapter 49 


1941, Feb. 20} P,C. 1169 


1941, Feb, 24] P.C. 1286 


1942, Aug. 18 | P.C, 7388 


1943, Apr. 1 | P.C. 2641 


1944, Aug. 15} 8 George VI, 
Chapter 46 


25-26 George V 


Legislative Authority 


Order-in-Council under 
War Measures Act. 


The Dominion Housing 
Act, 1935 


The Home Improvement 
Loans, Guarantee Act, 
1937 


National Housing Act, 
1938 


Orde r-in-Council under 
the Department of 
Munitions and Supply 
Act 


Orde r-in-Counci! under 
the Department of 
Munitions and Supply 
Act 


Order-in-Council under 
the Appropriations Act, 
No. 5, 1942. 


Order-in-Council under 
the War Measures Act. 


The National Housing Act, 
1944 


Purpose of Act or Order- 
in-Counci] 


"2... to crente better 
housing conditions for 
the residential population 
of the larger centres of 
Canada". 


".,.. to assist the 
construction of houses". 


"... to increase employ- 
ment by encouraging the 
repairs of rural and 
urban homes". 


" ... to assist in the 
construction of houses", 


".... to establish priority 
regulations including the 
supply and distribution 

of construction materials". 


".... to procure the 
incorporation of company 
under the name of Wartime 
Housing Limited with the 
intent and for the purpose 
of renting, purchasing, 
constructing or otherwise 
acquiring and providing 
and gencrally managing 
suitable living accom- 
modations to persons 
engaged in the production 
of munittons of war and 
supplies or on defence 
projects". 


" .,. for the purpose of 
financing the conversion 
of existing houses into 

multiple family houses". 


"To authorize Minister of 
Finance to acquire large 
dwelling units in Ottawa 
area for conversions". 
This was the first of the 
Home Conversion Plan 
Orders. 


" ... to promote the 
construction of new 
houses, the repair and 
modernization of existing 
houses, the Improvement 
of housing and living 
conditions and the expan- 
sion of employment in the 
post-war period". 
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Schedule 1. continued. 


Date Reference Legislative Authority 
1944, Dec. 19] P.C, 9439 Order-in-Council under 
the War Measures Act. 
1945, Dec. 18 9-10 George VI, The Central Mortgage and 
Chapter 15, Housing Corporation Act, 
1945 
1946, Apr. 23] P.C. 1609 Order-in-Council under 
the Emergency Transi- 
tional Powers Act, 1945 
1946, Aug. 31] 10 George VI, An Act to amend the 
Chapter 61. ational Housing Act, 
1944 
1947, Mar. 25} P.C. 1095 Order-in-Counctl under 
the Intome War Tax Act. 
1947, June 27} 11 George VI, An Act to amend the 
Chapter 40 National Housing Act, 
1944 
1948, June 30] 11-12 George VI] An Act to amend the 
Chapter 63 National Housing Act, 
1944 
1949, Dec. 10} 13 George VI, An Act to amend the 
Chapter 30 National Housing Act, 
1944 
1951, June 20} 15 George VI, An Act to amend the 
Chapter 32 National Housing Act, 
1944 
1953, May 14} 1-2 Elizabeth An Act to amend the 
I National Housing Act, 
1944 
1954, Mar. 18| 2-3 Elizabeth The National Housing 


sa Act, 1954 


A. 103 


Purpose of Act or Order- 
in-Council 


To establish the Emergency 
Shelter Regulations. 


'... to incorporate the 
Central Mortgage and 
Housing Corporation". 


",,,. for the purposes of 
maintaining and regulating 
supplies and services, to 
vest in the Priorities' 
officer certain powers 
respecting construction 
matertals". 


Primary Industry loans 
introduced 


To provide accelerated 
depreciation on rental 
housing. 


CMHC empowered to make 
direct loans where loans 
unavailable from private 
lenders. 


Rental guarantee loans 
introduced. CMHC 
empowered fo make direct 
rental guarantee loans 
where Joans from private 
lenders unavailable. 


This amendment provided 
for Federal-Provinctal 
projects. It also 
permitted CMIIC to make 
- an additional 1/6 loan on 
top of the usual Joint Ioan. 


Provided for the interest _ 
rate on Joint Joana to be 
set by Governor in Council 
at not more than 2% above 
long-term (12 years) 
government bond rate 


Approved lenders expressly 
authorized to act as agents 
for CMHC. 


"An Act to Promote the 
Construction of New Houses, 
the repair and Moderniza 
tion of Existing Houses 

and the Improvement of 
Flousing and Living 
Conditions” 
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Date Reference Legislative Authority 


Purpose of Act or Order- 
in-Council 


1956, June 7 4-5 Elizabeth 


i, Chapter 9 


An Act to amend the 
National Housing Act, 
1954 


1957, Dec. 20] 6 Elizabeth II 
Chapter 18 


An Act to amend the 
National Housing Act, 
1954 


1958, May 20 | 7-8 Elizabeth 
Il, Chapter 3 


An Act to amend the 
National Housing Act, 
1954 


1959, Mar, 20] 7-8 Elizabeth 
ll, Chapter 6 


An Act to amend the 
National Housing Act, 
1954 


An Act to amend the 
National Housing Act, 
1954 


1960, Mar, 31] 8-9 Elizabeth 
II, Chapter 10 


An Act to amend the 
National Housing Act, 
1954 


1960, Dec. 2 | 9 Elizabeth IJ 
Chapter 1 


An Act to amend the 
National Housing Act, 
1954 


1961, Sept. 29] 9-10 Elizabeth 
II, Chapter 61. 


The insurance authority 
under NHA was increased 
from $2,000 million to 
$4,000 million. 


CMHC direct lending 
authority increased from 
$150 million to $400 
million, Lending terms 
on insured loans eased by 
raising loan to value 
ratios. 


CMHC direct lending 
authority Increased from 
$400 million to $750 
million. 


CMHC direct lending autho- 
rity increased from $750 
million to$1000 million. 
NHA mortgage insurance 
increased from 98 percent 
to 100 percent. Acquisition 
fee payable to approved 
lenders in cases of default 
increased from $125 to 
$150, 


CMHC direct lending 
authority increased from 
$1, 000 million to $1, 500 
million, The insurance 
authority under NHA 
increased from $4, 000 
million’to $6,000 million. 


NHA lending terms eased 
by raising maximum loan 


‘ amount from $12, 800 to 


$14,900. 


CMHC direct lending 
authority increased from 
$1,500 million to $2, 000 
million. 
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NHA Terms of Lending for Single Family Dwellings, 1935-1961 


1935 Jan. 1 


1938 July 1 


1939 Dec. 31 


1943 Dec. 19 


1944 May 11 


1944 Aug. 15 


1946 Aug. 31 


1947 June 27 


1947 Oct, 10 


1949 Dec. 10 


1951 Feb. 5 


1951 June 26 


1951 Dec. 19 


1952 Aug. 31 


Legislative Interest Loan to Value sor Bus Maximum 
Le el 7 __Ratlo Loan Amount 
Joint Loans 
Dominion Housing | 5, 00% (Borrower) 80% 10 years| No Hmita- 
Act, 1935. 5. 66% (Lender) tion 
National Housing Ht " 90% of 1st $2, 500 n BS 
Act, 1938. 80% of remainder 
P.C, 4020 " " " " | $4,000 
P.C, 11047 ms hs 90% of 1st $3, 200 | ay ‘’ 
80% of remainder 
Statement by 4.50% (Borrower) WW t. Mm 
Minister of Finance} 5.00% (Lender) 
(Hon, J. L. sey) 
House of Commons 
National Housing a us 95% of 1st $2,000 | 20 years} $6, 400 
Act, 1944 85% of next $2, 000 
70% of remainder 
Statutes of Canada HN i Mf 25 years a" 
1946, Chapter 1 
Statutes of Canada iH mn 95% of 1st $3,000 | 30 years| $7, 000 
Chapter 40 85% of next $3, 000 
70% of remainder 
P, Ce 4089 "” " " " $8, 500 
Statutes of Canada i i 95% of 1st $3, 000 i $9,917 
1949, Chapter 30 85% of next $3, 000 
70% of remainder 
plus 1/6 additional 
Joan 
Statement in " a 95% of 1st $3,000 nt $8, 500 
House of Commons 85% of next $3, 000 
by Minister of 70% of remainder 
Resources and 1/6 additional: 
Development (Hon, loan suspended 
R.R. Winters) 
P.C. 3344 5.00% (Borrower) iy A 
5. 50% (Lender) 
P.C. 6804 : a i MN $10, 000 
P.C. 3907 5. 25%, (Borrower) ” " PY 


a 


.75% (Lender) 


Insured Loans 


1954 Mar. 22 


1955 Feb. 16 
1956 Mar. 23 


1957 Jan. 22 


National Housing 
Act, 1954 


>. 213 
P.C. 466 


P.C, 90 


5.50% 


90% of lat $8, 000 
70% of remainder 
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4 
APPENDIX A 
5 Schedule 2 - Concluded 
6 Date Legislative Interest Loan to Value Term of Maximum 
Authority Rate Ratio Loan Loan Amount 
7| 
1957 Dec. 20| Statutes of 6.00% 90% of 1st 30 yrs. | $12,800 
Canada 1957-58 $12, 000 
8 Chapter 18 70% of remainder 
1959 Dec. 16] P.C. 1584 6.75% H 3 ia 
1960 Aug. 4 P,C. 1063 " Uh iy $12, 800 
(+$500 if 
10 fallout 
; shelter 
included) 
11 
1960 Dec. 2 9 Elizabeth II Me 95% of Ist 35 yrs. Wy 
Chapter I $12, 000 
12 70% of remainder 
960 Dec. 7 P.C. 1649 " B : $14, 200 
13 ($14, 900 for 
four bed- 
rooms or 
14 more, +500 
for fallout 
shelter) 
15 
961 Nov. 6 | P.C. 1559 6.50% ‘s cS 
16 
17 
18 
19 
20 
21 
22 
ZS 
24 
25 
26 
27 
28 
29 


30 | 
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APPENDIX A 
5 
Schedule 3: Terms of NHA Rental Lending for Joint and Insured Loans, 1935-1961 
6 * ma AE Ree | nk Gee a 
Maximum 
7 Date legislative Interest Rate Loan to Value Term of’ |Loan Amount 
Authority (to Borrower) a: Ratio i Loan_ (per dwell.) 
8 Joint Loans 
1935 Jan. 1 | Dominion Housing 5,00% 80% 10 years |.No limitation 
Act, 1935, 
9 
1939 Dec. 31] P.C. 4020 Rental Loans Suspended 
10 |1944 Aug. 15 | National Housing 4, 50%, 80% 20 years | $4, 000 
Act, 1938. 
11 1947 Jan. 1 | P.C. 5238 u H! 2 $4, 400 
12 1947 June 27 | Statutes of Canada e uM 30 years zs 
1947 Chapter 40 
13 || 1948 July 20 | P.c. 3138 i i $4, 800 
1949 Dec. 6 | P.C. 6129 8 h Ly $6, 700 
14 1952 Oct. 30 | P.C. 4272 5. 25% es " $7, 200 
15 Insured Loans 
National Housing 5.50% mn 25 years | $7,000 (480% 
16 Act, 1954 value of 
garage. ) 
17 ||1955 Feb. 16] P.C. 213 5. 25% 4 " 4 
1956 Mar. 23| P.C. 466 5.50% 4 ‘is 4 
18 1957 Jan, 22 | P.C. 90 6. 00% " . 
19 ||1958 Mar. 29/P.C. 456 : I i $8, 250 
1959 Dec. PLC. 1584 6.75% 4 5 ' 
20 1960 Dec. 9 Elizabeth I " 85% 35 years u 
Chapter I 
21 ; 
1960 Dec. P.C. 1649 i } " $8, 750 
' " 
22 ||1961 Nov. P.C, 1559 6.50% 
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Torento, Ontario 


This memorandum is concerned with some of the 
main gaps and areas of Sluggishness of mortgage financing 
in the residential field. The remarks are directed 
Primarily to the individual house, rather than to rental 
units in multiple form. There iS emphasis upon condition 
in larger urban communities, not only because the Gaps 
and areas of Aue arineee appear greater in our cities, 
but also because information is available in more 
manageable form. 

Although we need rental housing in multiple 
form to round out our housing stock, the apartment house 
is essentially a venture in trade By its owner depending 
upon rental income, even to a point that its financing 
has more of the characteristics of commercial financing 
than home owner housing whose construction and financing 
are clothed with a more substantial public interest. 

The development of rental housing in multiple 
form has been buoyant over the last few years. One has 
to go back to the Rental icaueanae plan of 1948 for 
artificial stimulus to this sector of new housing. 

Since then it has been difficult to find an apartment 
house project which has not proceeded because of the 
lack of mortgage funds. There may be a time when social 
implications will seem to be consequent upon an in- 
sufficient supply of new multiple residential units. 
But that is not a problem of today. 

In Toronto for example - and other major cities 
n very much the same position - apartment house 
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vacancies are of the order of 8% of some 100,000 units. 
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Toronto, Ontario 
There are some 10,000 units under construction. The 


estimated absorption rate in Metropolitan Toronto is 
600 units a month. Oversimplified, there seems to be 
about a 50 month forward supply of rental units in 
multiple form, 

Reference will be made in this memorandum to 
gaps and areas of sluggishness in smaller vontehhitees 
and in the rural non farm sector. A preliminary ex- 
amination indicates that there is wide variation in 
mortgage conditions in these areas. A preliminary look 
at one of the wealthy counties in Ontario indicates 
little in the way of sluggishness and gaps. Indeed, 
there is evidence to suggest that all legitimate demand 
for mortgage financing is met by resources within the 
county itself. On the other hand, less prosperous 
counties experience in greater degree some of the dif- 
ficulties which will be recited later in this memorandum. 
The limited comments about mortgage financing other than 
in our larger cities is not an indication that dif- 
ficulties do not exist in the smaller communities and 
the rural non farm areas. The multiplicity of varying 
circumstances in these areas requires more comprehensive 
comment than could be contained in this memorandum. 

It is for these reasons that the memorandum 
pretty well limits itself to gaps and areas of sluggish- 


ness in financing the single and semi-detached houses 


in the larger communities. 
My opinions are based upon data both complete 
and fragmentary, upon discussions with those engaged 


in the business of real estate and mortgage financing, 
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and upon my own observations. In most matic to be 

discussed, complete data is almost impossible to assemble 

and there is some doubt that an exhaustive attempt to do 

SO would be worth while. For instance, it would be 

helpful to have a base of total residential mortgage 

indebtedness upon which to work. This has been variously 
estimated in the range of $12 billion to $14 billion. 

‘However, from year to year new mortgage advances can 

Only be accurately established by an examination of 

every registry and land titles office. Even if this 

were done, there would be no assurance that funds were 
fully advanced to the amount of the encumbrance. Even 
more difficult is the fact that repayments on account 

of principal are not recorded. Accurate figures are 

available for some of the institutional investors, and 

their outstanding balances including Central Mortgage 
are estimated to be about 50% of the total residential 
mortgage indebtedness. 

Before considering gaps and areas of died 
gishness in the residential mortgage financing field 

as they pertain to detached and semi-detached houses, 

there are certain explanations which may be helpful. 

1. Conditions vary greatly as between communities, 
parts of a single community, type of house, 
economic climate and effective demand for 
houses. Housing and housing statistics are 
generally measured in national terms. They 
can be better considered as an integration of 
many different local conditions and circum- 


stances. The present buoyancy in housing 
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demand in Edmonton, Calgary and Ottawa creates 
a very different set of conditions than 
presently exist in, say, Windsor and Winnipeg. 
Although national figures are a measure of 
Overall activity in the country, they are not 
too meaningful to us in examining gaps and 
areas of sluggishness. But of necessity 

many of the remarks in this memorandum must 
reflect the same kind of generality as is 
contained in national housing statistics. 

In addition, the memorandum suffers from 
emphasis on Torento examples. 

Another qualification is this. The limitation 
of the discussion to detached and nee: 
detached units is made in full recognition 
that in the major cities in the Province of 
Quebec there should be consideration of rental 
units. 

The discussion is limited to circumstances 

in the economic and near economic sectors of 
housing. The gaps in housing credit involving 
families who require housing with rental 
subsidy is not considered. However, many of 
considerations whieh will be discussed pertain 


to that uncertain and wavy line of demarcation 


between families without the resources to 


enter the economic market place, those families 
who think they can do so, and those families 
who have the resources to clearly qualify in 


the economic sector. 
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One of the difficulties in discussing and 
assessing the gaps and areas of sluggishness 
in mortgage financing is a very real and 
natural difference of opinion between the 
potential homeowner borrower and the potential 
lender as to the market value of the property 
in question and suitable terms of mortgage 
financing wish as amount, interest rate, 
amortization and term. One the one hand, 
there seems to be a feeling - induced perhaps 
by repeated liberalizations of terms under 

the National Housing Act - that the desire 

to own a house rather than the financial 
capacity to do so places a responsibility upon 
someone - perhaps Government - to make available 
appropriate mortgage financing to satisfy all 
such desires. Even yet the occupancy of 
multiple rental housing in English-speaking 
Canada as a suitable economic alternative to 
home ownership has connotations of something 
less than a proper way of life - save for the 
carriage trade. The doctrine of salvation 
being attained only through the home ownership 
of bricks and mortar seems to have more present 
popular appeal than does the old fashioned 
belief that home ownership of a house should 
be the fruit of past endeavour to make a sub- 
stantial down payment, as well as future 
endeavour to pay off the balance of purchase 


price. This homely philosophy does have the 
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virtue of providing a measure of security 
and stability for invested mortgage funds which 
after all, are the savings of someone other 
than the homeowner. Somewhere between these 
two views must be found a reasonable premise 
or base upon which gaps and areas of slug- 
gishness in our mortgage lending structure can 
be measured. 

5. Part of the cliimate in which we must consider 
gaps and areas of sluggishness in our mort- 
gage structure concerns present conditions in 
the housing field. Post War housing seems to 
be in its fourth phase. In the years 1946 to 
1949 the problem was one of great absolute 
shortage in our housing stock, emergency 
shelter, veteran preferences, overcrowding, 

a house building industry with insufficient 
capacity and lack of materials. Then there 
was the 1950 to 1952 period when the diversion 
of material for the Korean crisis cut the 
volume of starts. Then we entered the 1953/ 
1958 period during which great progress was 
made to fill the backlog of need in the 
economic sector by the high level of starts. 
The peak of starts in 1958 caused some 
indigestion which may have accelerated, but 
certainly signalled our entry into the fourth 
phase, which was the change from a seller's 
to a buyer's market. Presently, housing 


supply and demand in the economic sector are 
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in reasonable state of balance, the cost of 


construction has stabilized, competition is 
such that the quality of a new small house is 
at a new high, a shoddy house is almost im- 
possible to sell and the home purchaser is 
getting better value in relation to income than 
at any time since 1920. The cost of land and 
Services as a large part of the purchase price 
remains a prosiem. These are the circumstances 
in which we must consider the gaps and areas 

ef sluggishness in our mortgage structure. 

In considering gaps and areas of isa iiaabeetaiaea 
new residential construction is the easiest sentet: to 
identify. The widening of a group of institutional 
lenders and the direct operations of Central Mortgage 
in recent years has had the effect of reducing the gaps 
in financing for the new house. Provided that the 
heuse meets NHA standards, there appears to be 
practically universal sadsnaihe coverage in Canada with 
one exception. In remote single industry towns which 
used to be known as company towns, gaps have occurred 
because of a difference of opinion as to the role of 
the company as a guarantor of NHA loans. It is necessary 
te ensure that the NHA insurance fund does not accept 
beyond normal risks. On the other hand, companies 
sponsoring outlying towns are inclined to feel that the 
NHA policy should provide for full national coverage 
without special guarantees by the sponsoring company. 
These situations are usually resolved, but in the mean- 


time, a gap exists. Gaps ether than this are so few and 
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" far between that as a generality, it can be said that 
there is adequate national coverage by the National 
Housing Act for houses which meet NHA building 
Standards with borrowers who snie the minimum dewn pay- 
ments required and income sufficient to meet the monthly 
Payments required by the mortgage. 

But there is a very real gap presently ex- 
istent in connection with mortgages on new houses 
which do net meet NHA standards. These occur most often 
in smaller cities and towns and in the rural non-farm 
areas. They take two forms. There is the house built 
for the owner where for economic er for other reasons 
the owner feels that NHA standards are unnecessarily 
high. Then there is the house being built in whole or 
in part by the homeowner. Owner labour is a mortgage 
man's nightmare. Down payment takes the form of sweat 
equity and is net easily measurable. Then there is the 
problem that in many cases the house never really gets 
finished. In some cases local private mortgage funds 
can be found if the covenant is goods or if there is 
a wide margin of security. Owner built houses often 
take the form of a co-operative endeavour. In Nova 
Scotia there is an orderly manner of financing co- 
operative housing whether or not owner labour is in- 
volved. In the smaller communities in the Prevince of 
Quebec the local Caisse Populaire is very effective in 
financing co-operative heusing projects. Caisses 
Populaires also look after a substantial percentage of 


individual owner-built houses. Ontario and the Western 


Provinces with limited benefit ef this type of financial 
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institution have greater trouble in financing these 
classes of houses, 

In summary, although he gaps in the Cenedictlik 
of new houses are small in relatien to the overall 
number, the problems occasioned by these gaps are acute 
fer substandard houses and housing which has elements 
of owner labour. By reason of the very untidyness 
from a mortgage point of view, it seems that these gaps 
ean best be made goed by local private funds or local 
institutions who are familiar not only with lecal cir- 
cumstances, but also with the borrowers. 

The main problems in the new house field seem 
to fall into the category of areas of sluggishness, 
rather than gaps. Areas of sluggishness are inter- 
mittent, rather than continuous. The sluggishness 
arises from a fluctuating flow of mortgage funds from 
the institutional lenders in the NHA and conventional 
fields. In the NHA field there was a recent ready and 
sufficient flow of funds until June, 1962. An increase 
in Canada bond yields without a corresponding increase 
in the maximum rate of interest under the NHA narrowed 
the spread so that practically every NHA lender has 
ceased lending save for special situations and token 
amounts. A combination of a high level of commitments 
during the first half of 1962 and 4 sales’ market that 
has not been too buoyant has avoided hardship upon the 
house building industry up to this time. It is likely 
that Central Mortgage will be active on direct account 
between now and the time that an acceptable spread 


between the yield on Canada bonds and NHA loans is 
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: established, 


This condition is not new. The house builders 
feel that these periods of restraint in the flow of NHA 
funds have a bad effect upon their organizations. They 
are happier with a steady flow of NHA funds. During 
periods of restraint in NHA lending, the house builder 
Places reliance on direct CMHC loans to home owners and 
upon conventional mortgages provided that he is building 
a class of house where the amount of down payment is not 
all important. And the lending institutions are inclined 
to have more conventional funds at times when they have 
ceased NHA lending. 

The intermittency of the flow of funds is more 
pronounced in the NHA field than in the conventional 
field because of the inflexibility of the NHA interest 
rate structure. NHA Regulation No. 20 makes it quite 
clear that there shall be a par transaction between 
lender and borrower. With misgivings, the FHA in the 
United States operates on a discount system which 
permits a flexibility sufficient to maintain an evener 
flow of mortgage funds. But the discount system intro- 
duces a number of evils and makes the statutory maximum 
interest rate established by Congress quite meaningless. 
It is a nice point as to whether the guarantees under 
the NHA should be equally net tiene to a par trans- 
action at 63% and to a 63% transaction discounted to 
97 giving an effective yield of 7% on a 14 year basis. 
The discount system tends to encourage regional dif- 
ferentials in interest rates. Up to the mid 1930's we 


had very definite regional interest rate differentials. 
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In large measure through the operation of the NHA we 
have moved towards a mortgage interest rate structure 
that is truly national. There may still be some elements 
of lower interest rates in the east than in the west, 
but the average differential probably does not exceed 
one-quarter of one per cent. In the United States we 
find regional differentials of up to 1%. I make this 
point because I believe that regional differentials are 
unhealthy and that a System of discounts in the NHA 
field would tend to recreate them. On the other hand, 
a system of discounts would help to maintain an evener 
flow of NHA funds than we have experienced in the post 
War years. It would also assist the establishment of a 
secondary mortgage market. 

The question has been raised as to whether an 
even flow of NHA funds, desirable though it may be to 
the house builder, is desirable for the economy as a 
whole. Housing is not faced with the business cycle. 
Some people say it has a cycle of its own. Others say 
that housing is contracyclical. In Canada experience of 
recent years strongly suggests that housing is contra- 
cyclical. 1954 and 1958 were years when there was a 
decrease in business investment. Housing in 1954 was 
very buoyant after allowance is made for the fact that 
insured loans did not get underway until about May, and 
1958 with 168,000 starts was our biggest housing year. 
Injection of mortgage funds may have had some effect 
upon these peak housing years. On the other hand, in 
recent years housing starts by house builders have been 


determined more by current effective demand than by 
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availability of mortgage funds. However, housing cycles 
may be affected by the very changed conditions of a 
buyer's rather than a seller's market. In earlier years 
of business recession there was a latent, if not effect- 
ive, housing demand which is not present today nor in 


the early prospect. 


FINANCING SALE OF EXISTING HOUSES 

Perhaps the most important gap in our mortgage 
lending pattern is the lack of crisp and identifiable 
means of financing to facilitate the transfer of an 
existing house from a willing vendor to a willing 
purchaser at a mutually satisfactory price. The range 
in financing of this kind is so wide that no pattern of 
general application can be suggested. There are cases 
where 100% financing has been arranged and other cases 
where financing prior to a 30% equity proves to be 
difficult. Th some cases the financing is a combination 
of a first and second mortgage. In other cases it is a 
single encumbrance of high loan ratio taken back by 
the vendor and subsequently held, pledged or sold. Like- 
wise the terms of such financing show wide variation. 
There is the five year second mortgage with short 
amortization behind a first. In other cases second 
mortgages carry as lenient repayment Sales as the first 
mortgage extending over periods of up to 20 years. 
Some of the second mortgages are for a five year term 
and others are open in that they can be paid off at any 
time with or without bonus. Effective interest rates 


show wide variation. The first mortgage sector of such 
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financing starts from the lending institution base 
presently 7% to 73%. Substandard houses or ae 
in non favoured areas generally carry a first mortgage 
interest rate of 1% above the so-called prime rate 
offered by the lending institutions on houses and in 
areas to their liking. 

In the second mortgage fields effective 
interest rates are presently in the range of 12% to 
15%. . Included in such effective rate are all charges 
over and above tariff legal fees and Sivan Ktkchin cet 
ments. At the present time the average rate of interest 
for second mortgage financing in the Metropolitan 
Toronto area is of the order of 133%. This is sub- 
stantially reduced from five years ago when the average 
was of the order of 18%. The main reason for this 
reduction is the large supply of funds and practitioners 
who have entered the second mortgage field. Effective 
rates of interest are higher for second mortgages of 
under $3,000 because of the constant in the expense 
ratio. Discounts in the Metropolitan Toronto area are 
now the exception rather than the rule. 

A subsidiary of one of the large Acceptance 
Corporations has entered the second mortgage business 
on a formal basis. Their terms are a ten year term, 
a ten year amortization, 12% effective interest subject 
to an overall mortgage debt of not more than 80% of their 
idea of a fair valuation. Presently, their volume is 
not large, perhaps because their terms, particularly 
those of amortization, are not competitive. However, 


their entry may have the effect of stabilizing the 
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second mortgage business in areas in which they operate. 
One of the larger small loan companies started a second 
mortgage aeoeee On a formal basis several years ago. 
Their volume has been small. 

Although large corporations in the second 
mortgage market may provide stabilization, there will 
always be plenty of room for the non institutional 
practitioner. It seems that each application for 
financing up to the down payment has individual characte 
istics and special conditions. Therefore, the ex- 
perienced practitioner is more likely to find a fit 
within the flexibility of his operations than is the 
institution within a firm set of ground rules. 

Let us first consider a used house of a kind 
and in an area sought by the lending institutions in 
the first mortgage field. The vendor wishes to sell for 
one or more of a number of reasons. In the Metropolitan 
Toronto area a weighted distribution of reasons for 


sale appears to be: 


1. To purchase another house - new or old 20% 


2, Moving from or within the community 30% 
3. Death in the family 10% 
4, House too large or too small 30% 
5. Straitened financial circumstances 5% 


and retirement 
6, Divorce and separation 5% 
Consider a hypothetical case. The pros~ 
pective purchaser can buy a new NHA $16,000 house for 
$1,500 down. Let us assume that the agreed sale price 


for the vendor's house is also $16,000 and there is an 
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NHA mortgage paid down to $12,000 without any second 
encumbrance. The vendor who is about to buy a house in 
another city is 1L66Wine for a $4,000 down payment and 
the purchaser has only $1,500 in cash. The purchaser 
wants to buy the vendor's house rather than a new NHA 
house, preferring the location and the maturity of the 
area. What are the alternatives available to finance 
this transaction? 

Ll. Even if a lending institution were satisfied 
that the $16,000 sale price represents a 
fair valuation of the house, the maximum 
conventional loan at 66 2/3% in amount of 
$10,600 is less than the present unpaid 
balance of the NHA loan. Therefore, con- 
ventional refinaneing through a lending 
institution does not help. 

2. The purchaser may try to find an unsecured 
short term loan of $2,500 from his bank, 
relatives, or a finance company. Alternative- 
ly, he may seek second mortgage financing. 

He may well face the general rule of thumb 

of second mortgagees that the second mortgage 
ig limited in amount so that the sum of the 
first and second mortgages does not exceed 
80% of a fair valuation. In this particular 
example, the rule of thumb would limit the 
second mortgage to $800 which is too ex- 
pensive a way to find such a small amount. 
Not only would a second mortgage of this 


size be unscceptable, but there would still 
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be a $1,700 gap. 

do The vendor may take back a second mortgage 
for $2,500 and then attempt to sell it in the 
second mortgage market. Alternatively he 
might pledge the $2,500 second mortgage for 

a loan of perhaps $1,000, which, of course, 

both the vendor and the purchaser would be 

guaranteeing. All of these exercises take 
time. The frustrations and delay often result 
in the purchaser buying a new NHA house. 

I believe that over recent years the dif- 

ferential in down payments between new and 

existing houses has been an important strength 
in the sale of new NHA houses. It is likely 
that orderly and readily available financing 
facilities to facilitate the transfer of ex- 
isting houses would have a depressive effect 
upon the effective demand for NHA houses. 

One of the most powerful arguments which can 
pe made for orderly and effective financing arrange- 
ments in the existing house field is that it would 
lead to a more efficient use of our existing stock of 
housing. It seems almost axiomatic that the more ef- 
ficient use of any product or service will in the 
original instance cut down the new supply of such 
product or service. If at any time reliance is being 
placed upon new housing for employment, a case can be 
made against the more efficient use of existing housing 


at that time. 


There are all kinds of permutations and 


fet 


ies 
- 


F838 OOF ofS. 8 ed yi tre rie 


+iN 7 
+ 
i 


egegirom hbaosese gs Nosd evxet ysm tobnev eAT .f  . 


anid at ti [fee od dqmetts ned bus 008,S$ 10% =» 
en capaci otedtsm sgegdrom bnooea . -§ «, 

1X egsgttom bnoose 002.8 st agbelq tdatm ‘thew 
29a moo to flo tdw 2000, f8% eaagixsq to meol ¢g sation 


ed bivow teasdoisg edt bag tobasv ect ddod arty 
exis) aseltomwsxe geet to [fA .x3ntestoegraua 
luest netto yeleb boe anotigrtaust sAaT .omtd 
9ey0d AHM wen @ agniyud yeeerowug ont ot 
~Ifb edt aysoy tuscet revo tent evetiled I 
bie wen nsewted adnamysq nvob oi Igttne rat 
jgnsite tngdxiogmi os need ze asevod anivatxe 
Weill ef FT .aesuon AWM wen to fee an? ot 
gntongalt eidalisvs yiibsaey fae yirebsro ded? 
“x9 To tetenstd odd etgtiftost ot estétitos? 
toelts evisaerqed s evan bluow aegnod antial . 
eeeanod AKU Tot hagmebd evitoetts elt nequ 
feo doldw atnemugis Ivtiswoq geom sft to snd 
“8930s Its gnlonenit evivoelts bone ylrsbro rot sbem ed 
bivow #f tec? ef blett sevod gnttetxe ent at aiden 
to doote gnivaixe wo to seu tnstottte erom g Of beel 
~ie exom edd ted? otdemotxg deomfg emeea 3 eantevorn | 
edt ot Iftw estvriee xo contaen Yas TO gau tnetolt 
dove to yiqque wan sit qwob tuo sonaveant Lentatro 
anied at soneilet emit yos 3g iI esoivisa 10 touborg 
od 169 seg ¢ etaenyotens Tot goiaved wen soqu heoslg 
Htavond gnittetxe to sey tretottte stom sdt tentese ebem 


|  eomit tedt te) * 
wo ee ee ee, ee eT | 


Nethercut &é Young 
A18 


Terente, Ontario 


variations to the example which I have quoted. The 
deficiency is more acute in areas not acceptable to the 
lending institutions for first mortgages because all 
the financing must be sought from non institutional 
sources. In these cases the usual pattern is for the 
vendor to take back in the form of a first - second 

if there is an existing first - mortgage the balance of 
purchase price. If there is a first mortgage, it is 
likely to be a low ratio of the sale price and a sub- 
Stantial second mortgage is needed. Up to recently, 

it was usual for the vendor to sell this mortgage - 
usually at a discount. But more and more this type of 
mortgage is a tis pledged against a loan. The amount 
of loan is influenced by the 80% rule of thumb, but the 
rule of thumb has elasticity from 60% to 95%. 

The financing of some of these transfers runs 
into the trouble that an existing first mortgages will 
not accept repayment until the end of the fifth year 
of the mortgage or one of its renewals. Even if the 
first mortgages will accept repayment, there is usually 
a substantial bonus payable. 

Then we come to the unfinancible house ad- 
jacent to a railway track or packing plant which cannot 
be financed even in the second and third mortgage 
markets. Houses in commercial and industrial areas 
fall into the same category as do houses located on 
the main streets in the core. 

This is a gap in financing sales of existing 
houses, not only for the reasons mentioned above, but 


also because of the uncertainties of being able to 
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effect mortgage financing. There are ways for govern- 
mental assistance to partially meet this gap, but I 
doubt that there is an economic way even for Government 
to do so. We come right down to the basic problem of 
the desirability of home~ownership without sufficient 
financial resources. The range of this gap is so wide 
that there would have to be a cutoff at some point. 
A formal system of lending in this area might reduce the 
problem, but would not remove it. To the extent that 
Government participated, there would have to be rules 
and regulations of general application. The houses, 
areas and financial circumstances vary so ppebbiy in 
every case that rules of general application would be 
difficult to draw and almost impossible to implement. 
The administrative costs would be very high and it is 
difficult to visualize the source of experienced staff. 
All in all, I believe that steps to close this gap 
would be too costly both in administration and loss 
ratio and could not be administered in a fashion that 
would be publicly acceptable in equality of treatment. 
Suggestions have been made that the statutory 
limit of loan ratio for loan, life and trust companies 
be increased from 66 2/3% to 80% in an effort to close 
part of this gap. A strong case can be made against 
such a change unless Government guaranteed the 13 1/3% 
differential. One of the objections to such a step is 
that the relief would fall only in those areas accept- 
able to the lending institutions whereas the gap is 
in its most acute form in other areas. 


Then there is the proposal to extend the NHA 
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into existing house field which in number of sales 
appears two to three times the size of the new house 
field. This would be almost the equivalent of a system 
of insuring the financing of amounts above existing 
mortgages with the additional burden upon available 
funds of refinancing the existing encumbrances of first 
mortgage dimension. As in the United States it would 
fill the need in the newer areas where the principles 
of mortgage selection could be made applicable. The 
ratio of loan to value would determine the amount of 
coverage. Maintenance of mortgage insurance principles 
would, as in the United States, limit its application 
in older areas where financing a sale is most difficult. 

As an argument against extending NHA financing 
to existing property, there is concern about the mone- 
tizing of existing savings. The argument is that if 
NHA loans on existing houses are not limited to funds 
required to finance the purchase price, house owners 
would borrow for other purposes. The net effect would 
be a higher mortgage debt ratio. This argument is 
hard to follow because if a home owner has savings in 
the form of equity in his house, he would seem to be 
just as entitled to pledge such equity as he reel 
pledge Canada bonds to produce funds for such purpose 
as seems desirable to him. 

In the United States where existing houses 
have been financed under the FHA since the mid 1930's, 
no great harm seems to have been done. The same argu-~ 
ment would cast doubt upon the propriety of an owner 


of an unencumbered house taking a 50% conventional loan 
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because it was not good for him. I doubt the suitability 
of this paternalistic approach. Twelve years ago, any- 
thing above a 50% conventional loan was the exception. 
Today, lending institutions are making conventional 

loans to a very full 66 2/3%. This monetization of 
existing savings does not seem to have been too 


damaging. 


FLOW OF MORTGAGE FUNDS 

Looking at capital markets in the Post War 
years, there would seem to be little argument but that 
the housing sector has been the weakest borrower and 
for that reason has had the most support by Government. 
In my view, mortgages for housing of all kinds are 
more difficult to obtain than even mortgages on com- 
mercial property. The inflexibility of a mortgage as 
such and the requirement that the selection of a mort=- 
gage portfolio is the selection of a great number of 
separate and distinct transactions with varying risk 
has had the effect of making mortgages one of the less 
desirable forms of investment. In addition, there is 
the non liquidity feature. 

In the years 1949, 1953 and 1$9 steps were 
taken to increase the flow of mortgage funds into the 
housing sector because an optimum volume of new starts 
was limited by the lack of funds. Steps will have to 
be taken before long to cure the present hiatus. Al- 
though it is too early to say that housing starts are 
now limited by the lack of NHA funds, it is likely that 


before too long steps over and above direct lending by 
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Central Mortgage will have to be taken to ensure the 
resumption of a flow of NHA funds. 

This intermittency in the flow of funds has 
in itself been the main sluggishness of the post war 
mortgage market. Although there is plenty of room for 
improvement there seems nothing basically wrong with the 
Canadian mortgage structure save for some of the gaps 
recited earlier and the too regular interruptions of 
the flow of NHA funds. 

The mortgage structure works very well pro- 
vided that it is fed with sufficient funds. Perhaps 
one of its structural weaknesses is the small pro- 
portion of local institutions. In the United States, 
Particularly in eri mortgage origination field, there 
is a domination by local institutions familiar with 
local conditions and local borrowers. In the Province 
of Quebec, we do have a healthy proportion of local 
institutions. However, for Canada as a whole the mort- 
gage scene is dominated by national institutions. 

An improvement in the Canadian mortgage 
structure can best be effected by closing some of the 
gaps and improving the flow of mortgage funds. Indeed, 
an improved flow will indirectly help to close some of 
the gaps. The balance of this memorandum will be 
devoted to reference to possibilities of a more ample 
flow of mortgage funds. The optimum in mortgage 
financing for the housing industry would be a condition 
in which new housing starts were limited by effective 


demand only. 
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about there being too much mortgage money available 
resulting in over building. The usual example cited is 
1958. I have doubts that this is an important problem 
because any overbuilding in that or other years is 
quickly corrected by the lack of effective demand. I 
see nothing particularly wrong with an inventory of 
houses and rental units. If there is merit in the 
filter or hand-me-down system then benefits will only 
flow to those who cannot afford new housing if thete 
is a reasonable inventory of new housing. Presently, 
there is a very full inventory of rental housing in 
our larger cities. Although one hears comment about 
completed but unsold houses as if there was something 
reprehensible about a long housing position, the situ- 
ation today is that the inventory of new completed but 
unsold housing is about two and a half weeks production. 
If the filter process is to really work, there must be 
a larger inventory of new houses. The mortgage in- 
vestor does not like an overbuilt condition or de- 
clining prices because the stability of a mortgage 
portfolio flourishes in an economy of scarcity. 

Other than in the four periods of restraint 
in the flow of mortgage funds mentioned earlier in this 
memorandum, there is little evidence that new resi- 
dential construction of NHA standard has been limited 
by the lack of mortgage money. Elimination of inter- 
mittent periods of restraint seem more important than 
substantial changes in our mortgage structure. In my 


view, additional sources of mortgage funds are required 


for three purposes: 
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(a) To ease periods of restraint. 
(b) A larger supply and more regular availability 
of mortgage funds will have the effect of 

reducing and easing some of the Zaps o 

(c) Availability of more mortgage funds will 

have the effect of reducing the cost of 

mortgage money. 

The case has been made that the capital pie 
is only so large and if more resources are diverted 
into the housing sector, there will be insufficient 
left for equally important activities. The answer to 
this is that there is no more important activity than 
increasing our housing stock. It could also be argued 
that other sectors of demand for capital funds have had 
an easier time in finding funds than is justified by 
their relative position in the scheme of things. The 
pie cannot be divided in mathematical exactitude. The 
best that can be done is to remove some of the dif- 
ficulties and increase the availability of mortgage 
funds so that the housing sector may be in a more fair 
and better competitive position. Higher interest 
rates is an obvious way of achieving this end. But 
equally effective, though more difficult, would be to 
remove some of the disabilities from mortgages as an 
investment instrument, so that present and potential 
capital markets would be more receptive to mortgages 
as an investment. 

The hiatus in the flow of mortgage funds 
which has occurred on a number of occasions in the Post 


War period has been caused by different reasons. In 


oinatn®) stron 
ctnisiteer to abotieq sese oT (8) 944 


ASA 


tiftdefteve tsluzex stom brg ylaque aegtel A (dd)... 
to vgostie sdt eved Ifiw abnut sasatadom To Rant 
029849 edt to emoe antass bas anioubet 
iftw about easadrom siom to ytifideliavA (0). 
To vaos efit Bntouber to doetie end eved 
oY¥Snom sygai rom 
sitq fatiqso sat ¢tsdd sbam need aed eago ant 
hettevit sis geomu0eey siom Ii bog seaisl oe yino al 
daeioltivani ed {ftw exedt .totose anmtevond sid otnt 


ot tswens of? .eoltividog tagttogmt yilaupe rot. dteL 


a & * 


Osit yiividos tnsvrcoqmt strom on et erect weft et atdAd 


dDevats ed cals bluoo IL .wWoode gntavod wo gantesestont 


2 eB 


sd eved abaut I[etiqsas tot bonameb to axyojosa tedio tads 
Yd bettitveut at osdd about antbatt ot emid retese ag 


eat .egntdid to emedog eid ok motdteog eviteler thedd 


22 2 


eqT .sbutitosxe Leottamernitam at bebtvitb ed tonnao etq 
“Itb edt to smoa svomex oj at enob ed ogo tedé- teed 
essaviom to ysilidelteve add sesetont bag eeltstivuolt 
tisi erom ¢ ni ed ysem tofose antauod end tgdt¢ oe ebnaut 
teetsing teigih .notiiaog svitideqaoo tetded bag 

tuG@ foe aicd gnivetdog to yew avotvdo ng at estst 

ov sd biuow .divuotitib sxom dauodt .evisoetts yiisups 
18 @§ 2egsygiitom mort eettiitdeatb sid Yo smoe SVOMST 
Isitnetog bas tosesyg tected 02 .tnemuntant toemtesvot 
2assgeatiom oF svitqsoe1 siom ed bluow atewdran Isttaqge 
etnemdesvat os es 

» bout egsegdtom to wolt edd at euteta sit ode 


20% eid mi anclagooc to asdmua ¢ fio bermooo esd dotcdw 


aT ee > “eC = — 


Nethercut & Young 
A251 


Toronto, Ontario 


1949 the basic trouble was that the institutional 
lenders had little faith in effective demand both in 
the rental and home ownership fields. The steps which 
successfully met this hiatus was the introduction of an 
extra one sixth loan financed by Central Mortgage to 
reduce equity requirements and the introduction of 
rental insurance. These steps were reasonably ef= 
fective. When it came time to turn down the volume 
of new housing on account of the Korean crisis, the 
removal of the extra one-sixth and the cessation of 
rental insurance were equally effective. 

In 1953 it became obvious that the pools of 
Savings constituting the institutional investors were 
insufficient to finance the required amounts of housing. 
Agency loans were introduced whereby the lending in- 
stitutions advanced CMHC funds on an agency basis with 
an option to buy the loans. All options were sub- 
sequently exercised. This was the first major in- 
jection of CMHC funds into the mortgage market. Direct 
lending was not involved. Agency loans were but a stop 
gaps To meet the real need the chartered banks were 
introduced into the mortgage business in 1954. Their 
enthusiasm for NHA loans provided an effective solution 
to the problem then existing. 

The hiatus which occurred in the Fall of 
1959 was occasioned by monetary conditions. Then as 
today the differential between the maximum NHA interest 
rate and other forms of investment became too narrow. 
Mortgage lending under the NHA ceased and conventional 


mortgages became available only at high interest rates. 
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In December, 1959, NHA downpayments and amortization 

were eased and the maximum rate of interest was moved 
from 6% to 6 3/4%, In the first half of 1960 yields 

on Canada bonds reduced to a point that the new NHA 
interest rate became attractive. These steps accomplishe 
their purpose. 

The present position is not unlike the hiatus 
of the Fall of 1959 in that the present 63% NHA rate 
is unattractive. 

In the United States, although there are 
intermittent periods of ease and restraint, they do not 
seem to experience the same periods of absolute cessatio 
There is good reason for this difference. Their 
system of discount allows market forces to operate so 
that at some price FHA loans continue to be made. I 
hold no brief for the introduction of the discount 
system in the NHA. But I do think that some flexibility 
eould be found without completely abandoning the 
principle of a par transaction between lender and 
borrower. A fluctuating interest rate authorized by 
Government may prove more embarrassing than the dis- 
count system under which the uncomfortableness of a 
variation in authorized interest rate is well hidden. 
But it makes more sense. What is important is that 
some technique be found to bring an end to the periods 
of hiatus such as the one now being experienced. 

Maximum interest rates under the NHA have 
developed an importance beyond the NHA itself. There 
4s evidence which suggests that the maximum NHA interest 


rate is a yardstick or bench-mark for mortgage interest 
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rates in the residential and commercial conventional 
fields, For instance, conventional loans on individual 
houses have for a number of years carried an interest 
rate in the range of one-quarter to one-half of one 
per cent in excess of the maximum NHA interest rate. 
This rate has been very responsive to changes in the 
NHA rate. The same differential has been present in 
the conventional apartment house field. Commercial 
mortgage loans have a wider variation in interest rate 
but there is some correlation to the NHA interest rate. 
Although material is being prepared to show 
the correlation between the level of interest rates 
and the volume of new housing starts, I anticipate 
these findings with the view that effective demand for 
home ownership by those who can afford it is relatively 
impervious to the absolute level of interest rates. 
The real effect of higher interest rates is upon the 
effective demand for housing by narrowing of the 
band of families who can qualify under the limitation 
that the mortgage debt service does not exceed 27% 
of their income. Assume that in Metropolitan Toronto 
the minimum income to qualify for a minimum house with 
a $14,000 mortgage at 636 is $5,200. If the interest 
rate were 5% the mortgage debt service would be 
reduced by $126.00. On the basis of the 27% limi- 
tation income requirements would be lowered to 4,733.6 
The widening of the band of eligible purchasers would 
increase effective demand. In my view the major 
implication of interest rates is upon effective demand 


rather than upon the attitude of the home om to 
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1 
1| 62% interest rate as such. I am afraid that NHA interest 


2 rates at any level have a higher degree Of acceptability 
3 because they are established by government rather than 

4 by a lender. 

5 On the other hand, there may come a level at 

6 Which interest rates become unacceptable per se. In the 
7 Metropolitan Toronto area real estate firms report that 
g| some re-Sales become difficult if the existing mortgage 


loan is more than 7% = a kind of barrier like the four 


9 

10 minute mile. There are cases where this revulsion agains 
11 interest in excess of 7% is so great that one of the 

12 conditions of sale is that the vendor shall prepay all 
13 interest due to the mortgagee in excess of 7%. It 

14 is interesting to note that this is in a climate of a 
15 maximum NHA rate of interest of 63% which is too low to 
16 be operative. I mention this present 7% barrier as a 
17 matter of interest rather than of importance. It does 
18 not change my views upon the effect of the NHA interest 
19 rate nor that the conventional interest rate will 

99| continue its historical spread of 2% to 4% above the 

1 NHA rate. 

22 Apart from the gaps mentioned earlier in this 
23 memorandum, it would appear with CMHC participation that 
24 we had sufficient funds to finance not only the current 
25 rate of new residential construction, but also a sub- 
6 stantial volume of re-sales. But even so, it is 

27 probably desirable to find additional sources of mort- 
28 gage money not only to improve the terms upon which it 
29 can be borrowed and to provide a cushion for periods of 


30 restraint in mortgage lending but also to relieve Central 
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Mortgage of the necessity to supply such a large pro- 
portion of the funds. I have mentioned earlier that 
this activity by Central Mortgage has had the desirable 
effect of closing practically all the gaps in financing 
new housing where NHA standards and borrower requirements 
are met. Funds for the closing of these gaps is but a 
small fraction of the flow of mortgage funds from 
Central Mortgage. The major direct lending activity 
is in the areas of sluggishness. Under our system 
there is much to be said for a maximization of mortgage 
funds from the private sector, even if it is the sub- 
sequent policy of Central Mortgage to sell their port- 
folio to private investors. Residual lending by 
Central Mortgage might well be limited to the filling 
of gaps of private lending - NHA or conventional. 
Practically this can only be accomplished by the intro- 
duction of other sources of mortgage money or increase 
from present sources. Even if there were no problem 
in Government ahaa the funds for direct lending by 
Central Mortgage, there are potential dangers to the 
mortgage market aS a whole in a large proportion of 
mortgages having privity of contract between an agency 
of government and the porrower. Moreover, if like sums 
of public funds are readily available to Central Mortgagels 
there is plenty of room for their investment in a more 
vigorous public housing program, -- the greatest gap of 


all and one which cannot be filled by any form of 


private lending. 
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SOURCES OF MORE MORTGAGE FUNDS 


Let us assume that for these or other reasons 
it is desirable to have a wider and larger source of 
mortgage funds. There is the consideration of where 
these funds shall be found and the terms and technique 
for such additional mortgage investment to take place. 
Among the possibilities are: 

l. The return of the chartered banks to the NHA 
mortgage field would be the most important help. The 
arguments for their participation are as strong today 
as they were in 1953. It may be that the future volume 
of lending by the banks will not be as large as it was 
in the four years 1955 to 1958, when it averaged 239 
millions a year. A continuing mortgage investment 
program of even half of this amount would be helpful. 
Not only would it supplement mortgage lending in those 
areas presently covered by the lending institutions, 
but it would also have the effect of assisting Central 
Mortgage in filling some of the gaps in the outlying 
areas. The very large branch office system of the 
chartered banks is a most important instrument for full 
national coverage in wowwende lending. Although steps 
must be taken one at a time, I look forward to the day 
when the chartered banks may also be in the conventional 
field. 

2, From time to time there has been discussion 
about the availability of non resident mortgage funds 
from abroad usually from the United States. The 
reported amount of the potential transactions is 


usually in multiples of $100 Million, although 
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occaSionally fractional amounts of $50 Million are 
reported. 

There is difficulty in locating more than 
two specific instances of mortgages having been 
purchased by non residents. One was a direct investment 
in NHA loans in amount of about $1,250,000. The other 
involved the purchase of some $5 Million of debentures 
secured on a 125% basis by NHA loans held by a trustee 
for the debenture holders. | 

There have been a number of non resident 
portfolio investors examine the possibilities of in- 
vestment in NHA loans because they were attracted by 
interest rate and by a guarantee more favourable than 
the FHA guarantee. There are three conditions which 
have restrained non resident investment, in NHA mort- 
gages, and I believe that they are equally applicable 
to conventional mortgage investments. 

(a) With very few exceptions, Canadian mortgages 
are written in Canadian dollars. The non 
resident cannot find a practical long term 
exchange hedge. 

(b) Although mortgage interest rates in Canada 
are traditionally higher than those in the 
United States, the withholding tax is not 
pleasing to the non resident investor. This 
difficulty is very real for U.S. pension 
funds because the withholding tax is a net 
deduction from investment income without any 
corresponding credit against U.S. taxes. 


(c) Non resident investors who do not carry on 
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business in Canada have fears that making or 
even owning mortgages in Canada will be 
deemed to be doing business in Canada. Whether 
such is the case has never been resolved, but 
the uncertainty has been a deterrent to non 
resident investment to the Canadian mortgage 
field. 
Because there do not appear to be easy 
answers to these difficulties, there seems little im- 
mediate likelihood that the supply of mortgage funds 
will be supplemented by investment from abroad. 

3. The recent change in the Trustee Act of Ontario 
and of some other provinces, making NHA mortgages 
eligible as trustee investments, has the possibility of 
opening up another source of mortgage funds. In larger 
estates where re-employment of funds arising from 
monthly amortization payments is not a problem, and 
where distribution is not to be made for many years, 

NHA mortgages may prove to be an acceptable type of 
investment. Where distribution is anticipated within, 
say 15 years, the question arises as to liquidity. A 
secondary mortgage market, clearly identifiable as such, 
might make NHA mortgages more attractive to executors 

of estates. NHA mortgages as against conventional 
mortgages should be attractive to estates because of the 
guarantee, the relief from funds being required to 
protect defaults and relief from the ownership of fore- 
closed real estate. 


4, Pension funds would appear to be one of the / 


largest potential sources of mortgage funds. Such a 
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large and rapidly growing pool of Savings so unimportant 
aS a source of mortgage money is something of a pheno- 
menon. Not only is their present asset size impressive 
at some $44 Billion, but their current annual rate of 
increase of these assets at 124% indicates their 
importance in the future. Their assets have a low mort- 
gage ratio of about 5% as against about 38% for the 

life insurance companies. If a 38% mortgage ratio is 
appropriate for life insurance companies, then a case 
could be made that at least as large a mortgage ratio 
would be appropriate for pension funds whose liabilities 
are generally even more long term than are the liabi- 
lities of the life companies. 

Under present arrangements pension funds, 
trusteed or self-administered, can find economic ways to 
hold a mortgage portfolio without establishing their 
own mortgage departments. The guarantees under the 
National Housing Act protect the pension funds not only 
against the continued ownership of foreclosed real 
estate, but also against the necessity of investing 
funds in borrowers charges to protect delinquent mort- 
gage accounts. The extra interest earnings above Canada 
bonds should have attraction to pension funds whose 
liabilities are not as fixed as those of the life 
Over the years there is a tendency for an 


companies. 


increase in the liabilities of a pension fund by reason 


of increases in benefits and an upward movement in 


salary level. 


Already some pension funds have been able to 


buy NHA loans in blocks. A secondary mortgage market 
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would provide pension funds with an orderly way to make 
investments in mortgages in amounts to match their 
investible funds. 

5- From time to time there has been comment about 
the feasibility and desirability of a secondary mortgage 
market. It has been suggested that some steps towards 
this end have already been taken. 

The shape and form of a secondary mortgage 
market is a matter of judgment and opinion. However, 
its objectives carry a reasonable degree of unanimity. 
For the purposes of this memorandum, it is assumed 
that the aims and objects of a secondary market are: 

(a) To reduce the fluctuations in the flow of 
mortgage funds which would contribute to 
efficiency in housing construction. 

‘(b) To introduce liquidity and marketability of 
mortgages to the end that mortgages would 
become a more attractive investment, not only 
to portfolio investors, but also to private 
individuals and estates. 

(c) To reduce the cost of borrowing on the security 
of residential property so that the borrower 
would benefit from reduced costs on doing 
business on the part of the primary lender. 
The borrower would gain from assured market- 
ability which might increase the volume of 
funds seeking mortgage investment. 

(d) To remove present general inhibitions 


surrounding the movement of funds between 


mortgagees. 
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1 (e) To remove the historical tendency of many 
2 portfolio investors to regard mortgages as a 
3 residual outlet for funds. 
4 (f) To create a greater responsiveness of mortgage 
5 investments to changes in interest rates. 
6 (g) To improve mortgage market conditions to 
7 reduce the competitive shortcomings of mortgages 
8 as an investment instrument. 
9 There are certain practices in Canada which 


10 are elements of a secondary mortgage market. Among 


11 them are: 

12 (a) Conventional mortgages - although-in 

13 relatively small amounts - have been bought 

14 ee sold for years. 

15 (bo) The sale of guaranteed investment certificates 

16 or their equivalent secured by first mortgages 

17 and sold to individuals is an important 

18 element of a secondary mortgage market. The 

19 debenturization of mortgages is a Canadian 

20 custom now being sought by the proponents of 

11 a secondary mortgage market in the United 

22 States. 

23 (c) Even in the Joint Loan days of the NHA a few 

24 transfers did take place between institutional 

25 approved lenders. 

26 (a4) The National Housing Act of 1954 establishes 

7 an approved method whereby insured mortgages 
can be transferred provided their administrati 

continues to be handled by an approved lender. 


0 (e) The Central Mortgage and Housing Act provides 
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statutory powers more than sufficient to 
allow that institution to act as a central 
mortgage bank to which access could be given 
to private mortgage banks operating in the 
secondary market. 

(f) Since the introduction of the insured mort- 
gage technique the trust companies have been 
originating NHA loans for sale to portfolio 
investors, chiefly pension funds. This may 
not be considered a secondary mortgage trans- 
action, any more than the originating 
activities of a branch office or a correspond- 
ent of a lending institution, in that during 
the period of holding generally the originator 
is not on the risk of a change in value of 
the mortgage. In most cases there has been 
a prior commitment by a pension fund to "take 
out", Therefore, the function may be considered 
to be that of an agent, rather than an 
operator in a secondary mortgage market. 

(g) The four auctions of NHA loans originated by 
Central Mortgage has started a larger flow of 
transfers. For the most part these trans- 
actions have been a direct transfer from a 
Government portfolio to an institutional 
portfolio, In lesser amount investment 
entrepreneurs have been the purchasers with 
pre-arranged subsequent sale to institutional 
portfolios. In still lesser amount there 


have been transactions in which the investment 
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entrepreneur has taken a position without 

prior commitment of "take out". This has 

been a secondary mortgage market operation in 
the fullest sense. 

These are the early steps, and although not 
an impressive list, should not be minimized. If a 
secondary mortgage market is to be developed, then it 
is well that these precedents are behind us rather than 
before us. 

Before attempting to suggest what might well 
be the elements of a secondary mortgage market in 
Canada it may be helpful to make references to like 
circumstances in the United States. 

(a) The development of a real secondary mortgage 
market is under active consideration and the 
need for such facilities seems to have 
general recognition and acceptance. 

(bo) The operations of the Federal National 
Mortgage Association and the Federal Home 
Loan Bank system, although helpful, do not 
fulfill secondary mortgage market functions. 

(c) There seems general agreement that a satis- 
factory secondary mortgage market cannot be 
successfully developed without private mort- 
gage banks willing to stand in the market 
place on both the buy and sell sides on their 
own account and at their own risk. 

(a4) There seems to be unanimity in the view that 
private mortgage banks in the secondary 


mortgage market can be more effective if 
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(e) 


(f) 


assisted by the facilities of a central 
mortgage bank. 
There is a very elaborate system of mortgage 
correspondents in the United States who style 
themselves as mortgage bankers butcessentially 
are mortgage agents operating under credits 
from commercial banks with pre-committed 
"take outs" from portfolio investors. On 
Occasion these correspondents do get into a 
"long" position but it is estimated that 
about 99% of the mortgages processed by cor- 
respondents and mortgage bankers are with the 
benefit of a pre-committed take out. In the 
United States it is not customary for insti- 
tutional holders of mortgage loans to make 
progress advances. Their system is for the 
institution to acquire completed mortgages 
thus leaving with the correspondent or 
mortgage banker the function of arranging 
and finding both long term and construction 
financing for the merchant house builder. 
Consideration of this problem in the United 
States leads to the belief that a sencudnes 
mortgage operation can be more easily applied 
to FHA loans because of their greater 
uniformity and because of the guarantee 
feature. More difficult would be a secondary 
market operating in conventional mortgages. 
But the consensus seems to be that the 


secondary mortgage operation should embrace 
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both classes of mortgages. 


If it were considered desirable to have a 


secondary mortgage market in Canada attention might be 


directed to these considerations: 


(a) 


(b) 


(c) 


In the original instance emphasis might well 
be placed upon NHA loans because the inclusion 
of conventional loans presents even greater 
difficulty in Canada than in the United 

States due to the lack of a title guarantee 
system. 

Encouragement to the establishment of 

private mortgage banks to deal in the secondary 
market might be given by facilitating charters 
under the Loan Companies Act which would 
appear to be the most convenient form under 
which mortgage banks could operate in the 
secondary mortgage market. They need not be 
called banks. 

Although not necessary, a helpful contribution 
to better market conditions would be for the 
powers already vested in Central Mortgage to 
be used as a central mortgage bank to which 
practitioners in the secondary mortgage 
market would have access. Conditions of such 
access would be predetermined in the form of 
ground rules. The powers of a lender of 

last resort should have different application 
to practitioners in the secondary mortgage 
market than to portfolio investors. A simi- 


lar differential exists in the Canada bond 
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field. The lines of demarcation are not 

quite as clear in the mortgage field but 

differentiation could be established. 

(d) Practitioners would be encouraged to enter 
the field and their business would be carried 
on more effectively if with suitable cor-= 
relation. 

(i) the chartered banks, so enabled by 
legislation, would take a forward look 
at the provision of short term ware= 
housing funds, and 

(ii) a central mortgage bank or Central 
Mortgage under its present powers would 
make credits available as a lender of 
last resort. 

(e) Greater flexibility in the NHA interest rate 
to more closely reflect market conditions 
is required. For the secondary mortgage 
market to be effective, there should be a 
market in mortgages as they are being 
originated. Unless there is a flexibility 
of interest rate, there will be a tendency 
for the secondary mortgage operations in the 
originating field to take Place only when ther 
is a comfortable spread in interest rates 
between mortgages and bonds. In conditions 
like the present an insufficient NHA rate 
makes unmarketable what mortgages are now 
being originated. 


(f) The classification of mortgages will be an 
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(g) 


essential element of a secondary market. The 
originator, the market maker and the portfolio 
lender must know what they are selling and 
buying. Included in such classification is 
the age of the mortgage, equity, payment 
record, location, and present condition of 

the property. In the four auctions by Central 
Mortgage, there has been a substantial spread 
in the bid prices on account of classification 
factors. 

One of the main reasons for a central mortgage 
bank is to make available to the market 

prompt and complete knowledge of the going 
prices for mortgages. The market should have 
knowledge of the day-to-day transactions as 
well as bid and offering prices. Current 
information about the mortgage market, primary 


and secondary, should be made available. 
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